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SECURITIES ACT OF 1933 
Release No. 5512/July 8, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 10906/July 8, 1974 


ACCOUNTING SERIES 
Release No. 157/July 8, 1974 


Admin. Proc. File No. 3-4430 

In the Matter of 

ARTHUR ANDERSEN & CO. 
Rule 2(e) of the Rules of Practice 


FINDINGS AND OPINION ACCEPTING WAIVER CON- 
SENT AND IMPOSING REMEDIAL SANCTIONS 


In May, 1973 information came to the attention of the 
Commission which indicated that the Commission and the 
public had not been fully informed of the facts relating to 
a settlement negotiated between Whittaker Corporation 
(“Whittaker”) and its auditors, Arthur Andersen & Co. 
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(“Arthur Andersen”) arising out of an audit performed by 
Arthur Andersen of the inventory of a subsidiary of Whit- 
taker. Accordingly, the Commission ordered a formal investi 
gation into this matter which confirmed that public disclo- 
sure and disclosure of this settlement to the staff had been 
incomplete. As a result of this investigation, an injunctive 
proceeding was instituted on February 8, 1974 against Whit 
taker and the captioned proceeding pursuant to Rule 2(e) of 
the Commission’s Rules of Practice was instituted there- 
after. 


Since the proceedings were instituted, Arthur Andersen, 
solely for the purposes of settling this matter, and without 
admitting or denying any of the allegations, findings or con 
clusions has consented to the entry of an order censuring the 
firm and to the publication of certain findings and conclu- 
sions by the Commission. For purposes of this settlement, 
Arthur Andersen has waived separation of functions and 
consented to the staff's participation in the preparation of 
this order and opinion. 


The Arthur Andersen settlement with Whittaker arose out 
of its audit of the inventory of Crown Aluminum Corpora- 
tion, a major subsidiary of Whittaker, as part of its examin- 
ation of the financial statements of Whittaker Corporation 
for the fiscal year ended October 31, 1971. Subsequent to 
this examination, in connection with the proposed sale of 
Crown, a physical inventory was taken which indicated that 
investory on the books exceeded physical inventory on 
hand by approximately 100%. In the subsequent investiga- 
tion, it was determined that the inventory overstatement 
resulted from the fraudulent alteration of inventory records 
by Crown management and other Crown personnel. By 
recreation of inventory records, it was calculated that the 
$9.2 million book. inventories of Crown at October 31, 
1971 were overstated by approximately $4.4 million, and 
that income for fiscal years 1970 and 1971 was overstated. 
Of this total shortage, approximately $2.5 million occurred 
at Crown’s Roxboro plant. The Roxboro physical inventory 
had been observed by Arthur Andersen. 


In connection with this observation, the Arthur Andersen 
auditors did not adequately control inventory count tags 
even though the firm’s own procedures require such con- 
trol. Accordingly, Crown personnel were able to alter cer- 
tain tags and to create other tags which were included with 
actual count tags prior to the tabulation of the inventory. 
In addition, the fraudulent tags were printed out in numer- 
ical sequence on the inventory tabulation listing and indica- 
ted quantities of aluminum coil in units of 50,000 pounds 
per coil which are quantities in excess of that which could 
have been reasonably expected to be physically contained 
in the Roxboro plant or any other plant. The plant did not 
manufacture or purchase aluminum coils in excess of 5,000 
pounds. The auditors and any reviewers of the inventory 
work papers did not notice this block of 100 tags which 
constituted a substantial portion of the total inventory on 
the computer listing with quantities 10 times as large as the 
largest actual inventory item. Normal inventory auditing 
procedures would require that special attention be paid to 
the largest items in the inventory. 


Further, this inventory observation took place under cir- 
cumstances which should have warranted special care. 
Arthur Andersen was aware that in 1969 and 1970 certain 
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inventory tags originally accounted for as unused were in- 
cluded as used by Crown in the computer runs. Arthur An- 
dersen also knew that Crown’s system for accounting for 
the inventory resulted in differences between the physical 
and book inventories among various subcategories, though 
not in net amounts. 1/ Further, the 1971 audit took place 
in the context where an internal Arthur Andersen memoran- 
dum had expressed questions concerning the “credibility” 
in other respects of Crown’s management. 2/ 







In the judgment of the Commission, Arthur Andersen did 
not follow generally accepted auditing standards in the 
audit of Crown’s inventory, and must share responsibility 
for the misstatements which resulted, even though it is 
apparent that the firm was the victim of a deliberate scheme 
to defraud perpetrated by certain management, supervisory 
and plant personnel of Crown. 





The Commission has been advised that Arthur Andersen 
has taken steps to prevent the recurrence of similar audit 
deficiencies. The firm has thoroughly reviewed the audit 
program used to audit Crown’s inventory in order to make 
the most constructive use of its experience in this regard. 
While Arthur Andersen did not find that the programs 
themselves were deficient within the parameters for which 
they were designed, nevertheless it has revised its audit 
guides in such a way as to enable reviewing personnel to 
detect breakdowns in audit procedures such as occurred 
here. Further, Arthur Andersen is in the process of prepar- 
ing a case study of the Crown Aluminum situation. This 
case study will be used in Arthur Andersen’s staff training 
program in order to alert its professional staff to situations 
of this nature and to make its professional staff more aware 
of the areas in which a fraud can be perpetrated and the 
methods used to cover up such fraudulent conduct. 





In addition, the Arthur Andersen personnel involved in 
the audit on both a staff and a supervisory level have either 
left the firm or been reassigned to responsibilities not re- 
lated to the firm’s professional practice. 


The Commission believes that these corrective measures 
and the settlement negotiated at arm's length with the par- 
ty damaged make unnecessary any further action by the 
Commission in regard to the inventory auditing deficiency. 
Subsequent actions by Arthur Andersen in the disclosure 
of the settlement and related matters require further dis- 
cussion and action. 


Promptly following discovery of the inventory problem, 
Whittaker and Arthur Andersen agreed that it would be 
desirable to conduct a comprehensive review of the com- 
pany’s accounting systems and internal controls and an 
examination of its major inventories as well as to engage in 
a balance sheet audit of expanded scope at the end of the 
1972 fiscal year in order to assure both Whittaker and 
Arthur Andersen that similar problems did not exist at 
operating units in addition to those discovered at Crown. 
Initially, Arthur Andersen offered to conduct this review, 
to assist in the implementation of any recommendations, 
and to perform the expanded scope audit work at “loan 
staff rates,” approximately one-half of Arthur Andersen's 
normal billing rates, which would approximate its out-of- 
pocket costs. At the time, Arthur Andersen estimated that 
the review work, if billed at normal rates, would amount 
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to approximately $340,000. At Whittaker’s request Arthur 
Andersen agreed to perform the review at no charge. Arthur 
Andersen also said to Whittaker that it would assist in per- 
forming any systems work recommended in the review at 
approximately one-half the normal billing rates. 


At about the same time, Whittaker retained special counsel 
to determine whether it iad a cause of action against Arthur 
Andersen. It did so because it was of the belief that Arthur 
Andersen had conducted an inadequate audit in connection 
with Crown’s inventory. Because Whittaker’s own investiga- 
tion relating to the cause of the inventory discrepancies was 
not then completed, it was decided that the company would 
defer determining whether it had a cause of action against 
Arthur Andersen until the results of investigation were 
known. Whittaker did not advise Arthur Andersen that 
Whittaker was evaluating its legal rights against Arthur An- 
dersen. Following the conclusion of its investigation into 
the cause for the inventory discrepancies, and in December 
1972, after Arthur Andersen had completed its review of 
Whittaker’s accounting systems and internal control and 
issued a report thereon, Whittaker was advised by its special 
counsel as well as its General Counsel that in their opinion 
Whittaker had a cause of action against Arthur Andersen. 
This conclusion was communicated to Whittaker’s Board of 
Directors, which decided that the company should pursue 
its claims against Arthur Andersen. However, because Arthur 
Andersen was then in the process of completing its audit of 
Whittaker’s 1972 financial statements, and Whittaker was 
concerned that the assertion of a claim might jeopardize 

the ability of Arthur Andersen to complete its audit, Whit- 
taker intentionally withheld from Arthur Andersen any in- 
dication that Whittaker intended to assert a claim against 
Arthur Andersen. 3/ On December 28, 1972, the board of 
directors decided to assert a claim against Arthur Anderser 
but concluded that it should not be brought to Arthur An- 
dersen’s attention until Arthur Andersen had completed its 
audit and had signed its report on Whittaker’s financial 
statements which was to be included in a registration state- 
ment to be filed with the Commission in a few days. 


On January 4, 1973, Arthur Andersen executed its report on 
Whittaker’s financial statements for the fiscal year ended 
October 31, 1972. The auditor’s report and financial state- 
ments were contained in a registration statement filed with 
the Commission by Whittaker on January 5, 1973. On the 
same day that the registration statement was filed with the 
Commission, officers of Whittaker advised Arthur Ander- 

sen that Whittaker felt it had a claim against Arthur Ander- 


sen. At that time, Whittaker asserted a claim of approximate- 


ly $3 million against Arthur Andersen. During the month of 
January 1973, there followed a number of meetings between 
top officers of Whittaker and senior partners of Arthur An- 
dersen. During these meetings, Arthur Andersen indicated 
that the pending claim against it jeopardized its independ- 
ence and therefore that it would be unable to sign amend- 
ments to the pending registration statements. Whittaker told 
Arthur Andersen that if the issues were not settled, Whit- 
taker would not be able to recommend Arthur Andersen to 
its shareholders in connection with the next shareholder's 
meeting. On January 30, 1973 personnel from Whittaker 

and Arthur Andersen met to see if they could resolve their 
differences. 


During the negotations, Arthur Andersen maintained that 


it would not settle for any amount in excess of $1 million. 
Initially, they offered to settle by paying Whittaker $500,- 
000 in cash. They aiso proposed to establish a ceiling of 
$250,000 at loan staff rates for the implementation work 
relating to the recommendations of the previous review in 
accordance with the agreement made prior to the review. 
At that time, they explained that Whittaker was going to 
receive almost $2 million: $500,000 in cash, $250,000 in 
free services at loan staff rates equal to $500,000 in normal 
billings, plus the $1 million in free services that had already 
been performed. This was the first time that Whittaker had 
been advised that the review work Arthur Andersen had 
previously performed without charge to Whittaker would 
have cost approximately $1 million at normal billing rates 
and not the originally estimated $340,000. Whittaker, how- 
ever, insisted upon a minimum of $1 million in cash in addi- 
tion to the $250,000 loan staff assistance which Arthur 
Andersen had offered, for a total of $1,250,000. After 
several intermediate offers, Whittaker finally offered to 
settle on a cash payment of $875,000. Agreement was also 
reached on a ceiling of $375,000 for the implementation 
program at loan staff rates. Whittaker executed and deliver- 
ed to Arthur Andersen a written release of its claim in con- 
sideration of the payment to it of $875,000. 


According to Whittaker, immediately preceding agreement 
to the terms of this final proposal, Arthur Andersen in- 
quired of Whittaker whether Arthur Andersen would be 
recommended to the shareholders at the forthcoming share- 
holders meeting and were told they would be recommended. 


According to Whittaker, Arthur Andersen desired to have 
disclosures concerning the settlement limited to the $875,- 
000 cash payment. 4/ According to Arthur Andersen the 
settlement amounted only to the cash payment of $875,- 
000 and, since the other factors were not a part of the 
settlement, no disclosure was necessary. 


Following the settlement, counsel for Whittaker requested 
a meeting with the staff of the Commission, including the 
Chief Accountant of the Commission, in order to discuss 
the possible effect the settlement might have on Arthur 
Andersen’s independence. This meeting took place February 
6, 1973 and was attended by senior management of Whit- 
taker and senior partners of Arthur Andersen, including on 
both sides persons who had attended the negotiating meet- 
ings described above, and by their respective counsel. At 
that time, the $875,000 cash payment settlement was de- 
scribed to the Commission as the settlement. No mention 
was made of the earlier free review work that Arthur Ander- 
sen had performed several months before any threat of suit 
(which had been estimated to have involved almost $1 mil- 
lion if billed at normal rates), and no mention was made of 
the additional agreement by Arthur Andersen to assist in 
implementing the review recommendations at loan staff 
rates up to an amount of $375,000. In addition, no men- 
tion was made of the deficiencies in the Crown audit even 
though the Commission staff, concerned because of the 
apparent size of the settlement, asked Arthur Andersen 
representatives whether there were significiant audit defi- 
ciencies. Arthur Andersen personnel at the meeting stated 
that they stood by the quality of their audit and were mak- 
ing a settlement solely to avoid protracted litigation. As a 
result of that meeting, the staff of the Commission con- 
cluded, considering all of the circumstances then known to 
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it, that it would not challenge Arthur Andersen's independ- 
ence. 


Following the meeting with the staff, Whittaker recommend- 
ed to its shareholders in a proxy statement dated February 
16, 1973 that Arthur Andersen be selected as Whittaker’s 
auditors for the fiscal year 1973. At the annual meeting of 
shareholders held on March 20, 1973, the shareholders 
approved management's recommdation. 


Shortly thereafter, the Commission learned of the fee 
arrangements between Whittaker and Arthur Andersen with 
respect to review work and implementation. As a result of 
this, it ordered that a formal investigation be undertaken 
into this matter. As noted supra, as a result of that investiga- 
tion, the Commission on February 8, 1974 instituted an in- 
junctive proceeding against Whittaker, 5/ and ordered the 
institution of these proceedings. In the injunctive action, 
the Commission charged Whittaker with violating Section 
14(a) of the Securities Exchange Act of 1934 and Rule 14- 
a-9 thereunder in connection with Whittaker’s February 16, 
1973 proxy statement in which Whittaker sought sharehold- 
er ratification of the appointment of Arthur Andersen as 
Whittaker’s auditors for the fiscal year 1973. 6/ Contempor- 
aneous with the filing of the complaint, Whittaker, without 
admitting or denying the allegations contained therein, con- 
sented to the entry of an order enjoining Whittaker from 
future violations of Section 14(a) of the Securities Exchange 
Act and Rule 14a-9 thereunder. Whittaker also consented to 
the entry of an order requiring it to disclose to its share- 
holders in the first proxy solicitation made by Whittaker 
following the entry of the court's decree, “the full details 

of its relationship with Arthur Andersen & Co.” On March 
26, 1974, Whittaker mailed to its shareholders a proxy 
statement setting forth its relationship with Arthur Ander- 
sen. 


In many respects, Arthur Andersen rnust share responsibility 
for the incomplete disclosure contained in Whittaker’s 1973 
proxy statement. Arthur Anderson must also share respon- 
sibility for the incomplete statement that was given to the 
staff of the Commission when the staff’s advice was sought 
concerning Arthur Andersen’s continued independence. 


Anything less than full disclosure cannot be considered con- 
sistent with the securities laws. The keystone of the securi- 
ties laws is disclosure, disclosure which puts a premium on 
two objectives: 


"The emphasis on disclosure rests on two considera- 
tions. One related to the proper function of the fed- 
eral government to investment matters. Apart from 
the prevention of fraud and manipulation, the 
draftsmen of the ‘33 and ‘34 Acts viewed that respon- 
sibility as being primarily one of seeing to it that in- 
vestors and speculators had access to enough informa- 
tion to enable them to arrive at their own rational 
decisions. The other rests on the belief that appropri- 
ate publicity tends to deter questionable practices 
and to elevate standards of public conduct.” 7/ 


The ultimate goal of the securities laws is, of course, share- 
holder and investor protection. Effective disclosure is essen- 
tially a means to that end and the entire legislative scheme 
can be frustrated by technical or formalistic attempts to 
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comply with the statutes and rules involved without comply- 
ing with the substance and hence the spirit and purpose of 
the laws involved. The Commission has consistently attempt- 
ed to achieve disclosure in terms which are “‘clearly under- 
standable.” 8/ Unfortunately, actual disclosures made have 
not always achieved the objectives of the statute. As District 
Judge Weinstein noted in this connection: 







“In at least some instances, what has developed in lieu 
of the open disclosure envisioned by the Congress is a 
literary art form calculated to communicate as little 
of the essential information as possible while exuding 
an air of total candor. Masters of this medium utilized 
turgid prose to enshroud the occasional critical revela- 
tion in a morass of dull, and — to all but the sophisti- 
cates — useless financial and historical data. In the face 
of such obfuscatory tactics the common or even the 
moderately well informed investor is almost as much 
at the mercy of the issuer as was his pre-SEC parent.” 9/ 


In the instant case both Whittaker and Arthur Andersen, in 
seeking the advice of the Commission’s staff in the manner 
in which they did, not only frustrated the purposes of the 
statute but imposed upon the Commission and its staff by 
seeking advice without providing the staff with all of the 
material facts. The representatives of Arthur Andersen in 
this regard emphasize that they were acting in good faith 
and in reliance on advice of several counsel, and that they 
believed additional disclosure was not germane or required. 
It should be apparent to all, however, that the securities 
laws and their administration by the Commission and its 
staff cannot function well if those who practice before the 
Commission and those who file documents with it fail to 
operate in an atmosphere of unquestionable candor and full 
disclosure. Adequate disclosure does not take place when 
there are salient facts bearing on the merits of a negotiated 
settlement which are not disclosed. 








4 


Whatever the merits of the argument that disclosure of the 
other aspect of the settlement were not required to be made 
in the proxy statement, there is no excuse for their non-dis- 
closure to the staff of the Commission when its advice was 
being sought. The advice sought and the advice given are 
only as good as the information upon which they are pre- 
dicated. The limited review engaged in by the staff of the 
Commission, whether it relates to registration statements, 
proxy statements or other materials filed with the Commis- 
sion, and the advice sought and the comments given by the 
staff cannot take place consistent with the objectives of the 
statutes in an adversarial atmosphere. The Commission and 
its staff do not and cannot investigate representations made 
to it, but must be able to rely on their completeness if this 
process is to work. The objectives of the securities laws can 
only be achieved when those professionals who practice be- 
fore the Commission, both lawyers and accountants, act in 
a manner consistent with their responsibilities. Professionals 
involved in the disclosure process are in a very real sense 
representatives of the investing public served by the Com- 
mission, and, as a result, their dealings with the Commission 
and its staff must be permeated with candor and full disclo- 
sure. It cannot resemble an adversary relationship more 
appropriate to litigants in court, because the Commission 
is not an adverse party in this context. All who are familiar 
with the Commission’s policies know that too much import: 
ance is attached to the word of the professional, to permit 
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his or her word to become the subject of question. A pro- 
fessional’s word is often the functional equivalent of his or 
her reputation. Conferences with the staff of the Commis- 
sion serve a vital role in the administration of the securities 
laws, and such conferences are predicated, for the most part, 
upon full disclosure by the professionals involved. It must 

be understood by all who practice before the Commission, 
lawyers and accountants alike, that the Commission and its 
staff cannot tolerate less than full disclosure. 


By the Commission, Commissioner Sommer not participat- 
ing. 


George A. Fitzsimmons 
Secretary 


1/ Employees at Crown improperly prepared and/or re- 
corded production and other accounting records so that the 
overall book inventory was virtually equal to the inflated 
physical accounts. 


2/ An Arthur Andersen internal memorandum dated March 
14, 197C, expressed the following: 


“.. There may be a question as to this client’s [Crown] 
credibility as their position changes relative to the net 
income they wish to report and the pressures Whittaker 
is exerting on them. 


“In our opinion, the Crown personnel have not been 
kept fully informed by Whittaker on just what we are 
doing in relation to the S-1. It is their opinion that we 
should pass adjustments so they can show a very favor- 
able trend. They have told us that this is what our other 
offices are doing, and that you have agreed that our 
treatment of the inventory and bad debt adjustments 

is not valid — they are definitely trying to play off you 
against us to get favorable treatment.” 


3/ At a board of directors meeting in early December, the 
topic of submitting the name of Arthur Andersen to the 
shareholders for ratification as the auditors for the follow- 
ing year was discussed even though Whittaker had not pre- 
viously submitted to their shareholders the question of 
ratifying the selection of auditors. At a board meeting held 
on December 22, 1972, it was decided that Arthur Ander- 
sen would be recommended to the shareholders, provided 
that the claim Whittaker intended to assert against Arthur 
Andersen could be resolved. However, when Arthur Ander- 
sen requested a copy of the minutes in connection with its 
audit, Whittaker furnished only a summary of the minutes 
of this meeting, claiming that the full minutes had not as 
yet been prepared. The summary made no mention of the 
claim against Arthur Andersen. 


4/ The disclosure of the settlement in Whittaker’s proxy 
material dated February 16, 1973, was as follows: 


“Arthur Andersen & Co. has acted as the Company’s 
independent auditors since 1952. Upon discovery in 
May, 1972 that the book inventory at one of the com- 
pany’s subsidiaries exceeded the physical inventory by 
approximately $6,300,000, Arthur Andersen & Co. 


undertook a detailed review of the accounting and 
financial controls at each of the Company’s operating 
units and developed recommendations for the improve- 
ment of such controls. These recommendations have 
been reviewed by the Company and are being imple- 
mented by the Company with the assistance of Arthur 
Andersen & Co. Arthur Andersen & Co. has agreed to 
pay the Company $875,000 as reimbursement for 
certain expenses of the Company related to the inven- 
tory discrepancy, and the Company has agreed that it 
will not initiate against Arthur Andersen & Co. any 
claims it might have as a result of the inventory dis- 
crepancy. The agreement preserves all of the Com- 
pany’s other rights relating to the inventory discrepan- 
cy, including its right to prosecute its full claim 

against its fidelity insurance carriers.” 


5/ Securities and Exchange Commission v. Whittaker Cor- 
poration, C.D. Calif., C.V. 74 345 HP (filed February 8, 
1974). 


6/ In September 1973, during the pendency of the Commis- 
sion’s investigation which preceded the filing of the above- 
mentioned complaint, Whittaker’s board of directors con- 
cluded that the interests of the company required the ap- 
pointment of a successor to Arthur Andersen as the com- 
pany’s auditor so that the fiscal 1973 financial statements 
could be audited on a timely basis. Whittaker concluded that 
in the context of that investigation, “Arthur Andersen & Co. 
would be disabled from rendering an opinion with respect 
to the company’s financial statements for the 1973 year.” 


7/ See F. Wheat, Disclosure to Investors, 10 (1969) (here- 
inafter referred to as the “Wheat Report”). 


8/ Wheat Report, at 78. 


9/ Feit v. Leasco Data Processing Equipment Corp., 332 
F.Supp 544, 565 (E.D.N.Y., 1971). 


ORDER 


Under the terms of its offer of settlement, Respondent 
without admitting or denying the Commission’s findings 
and only for the purpose of settlement, consented to the 
entry of an order embodying the following sanctions. 


Accordingly, it is ORDERED that, subject to the terms and 
conditions provided in the offer of settlement, Respondent 
is censured by the Commission. 


By the Commission, Commissioner Sommer not participat- 
ing. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18490/July 11, 1974 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8422/July 11, 1974 


NOTICE OF PROPOSED AMENDMENT TO REGULA- 
TION S-X TO REVISE REQUIREMENTS AS TO FORM 
AND CONTENT OF FINANCIAL STATEMENTS OF IN- 


SURANCE COMPANIES OTHER THAN LIFE INSURANCE 


COMPANIES (S7-528) 


Notice is hereby given that the Securities and Exchange Com- 


mission has under consideration a general revision of the re- 
quirements of its Regulation S-X concerning form and con- 
tent of financial statements of insurance companies other 
than life insurance companies. The revision will be effected 
by an amendment of Article 7 and related schedules in 
Article 12 of Regulation S-X. The revision reflects changes 
in accounting practice during the thirteen years since the 
last revision of the requirements for these companies. 


As in the case of the revised requirements for life insurance 
companies the most significant proposed change is the re- 
quirement that the statements be prepazed in accordance 
with generally accepted accounting principles (GAAP) 
rather than in accordance with the statutory accounting 
requirements prescribed for the Annual Statements filed 
with state insurance commissions (7-02-1). Companies domi- 
ciled in states whose statutes prohibit publication of an in- 
suror’s primary financial statement on a basis other than in 
accordance with statutory accounting requirements may 
follow such requirements; however, in such event the statu- 
tory financial statements shall be accompanied by supple- 
mental GAAP staternents (7-02-2). Under either alternative 


the statements must be accompanied by supplementa! recon- 


ciliations of material differences between statutory account- 
ing requirements and GAAP (7-02-3). 


As in the case of the revision of Article 7A, wherever appro- 
priate captions and instructions have been brought into con- 
formance with corresponding captions of Article 5 of Regu- 
lation S-X which applies to commercial and industrial com- 
panies. It is also made clear that to the extent they are per- 
tinent, the general rules in Articles 1, 2, 3 and 4 of Regula- 
tion S-X are applicable (7-02-1). In addition the proposed 
revision should also be considered in connection with pre- 
paration of financial statements of insurance holding com- 
panies (7-01). The order of the ites on the financial state- 
ments is such that they are in a form generally comparable 
to those of life insurance companies. 


The proposed revision is intended to be applicable to titie 
insurance companies and mortgage guaranty insurance com- 
Panies. 


The following are additional proposed requirements and 
changes which are more specific in nature: 


1. Astatement of accounting principles and practices re- 
flected in the statements (7-05-1). 


2. The name of any person in which the investment exceeds 
two percent of total investments (7-03-(6)). 
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3. Information as to policy, nature and changes in deferred 
policy acquisition costs (7-03-8, 7-04-5, 7-05-1 and 12-29). 


4. Elimination of details of sources of investment income 
from the income statement. Such information would be 
stated separately in a note (7-04-2). 


5. Details of restrictions on stockholders’ equity (7-05-2). 


6. Arm analysis of investment gains for the period consisting 
of a statement comparing realized and unrealized gains or 
losses on investments in bonds and notes and stocks (7-05- 
3). 


7. Information concerning the significance of reinsurance 
ceded and assumed (7-05-4). 


8. Elimination of detailed schedules of bonds, stccks, mort- 
gage loans, real estate and the summary of realized gains 

or losses on sale of investments. The revised summary of in- 
vestments adopted for life insurance companies would be 
made applicable to alt insurance companies (12-27). Sched- 
ule 12-29 which is concerned with premiums, losses and 
deferred costs would be extensively revised. 


These amendments to Regulation S-X are proposed to be 
made pursuant to Sections 6, 7, 8, 10 and 19(a) of the Se- 
curities Act of, 1933; Sections 12, 13, 15(d) and 23(a) of 
the Securities Exchange Act of 1934; Sections 5(b), 14 and 
20(a) of the Public Utility Holding Company Act of 1935; 
and Sections 8, 30, 31(c) and 38(a) of the Investment Com- 
pany Act of 1940. 


The text of the proposed Article 7 and Rule 12-29 is 
attached hereto. 


The schedules prescribed by Rules 12-17, 12-23, 12-24, 
12-25, 12-26, 12-28 and 12-30 would be rescinded. 


All interested persons are invited to submit comments on 
the proposals in writing to the Secretary, Securities and 
Exchange Commission, Washington, D.C. 2G549, on or be- 
fore Septernber 15, 1974. Such communications should 
refer to File No. S7-528. All such comments will be con- 
sidered available for public inspection. 


George A. Fitzsimmons 
Secretary 


ARTICLE 7. INSURANCE COMPANIES OTHER THAN 
LIFE INSURANCE COMPANIES 


Rule 7-01. Application of Article 7. 


This article shall be applicable to financial statements filed 
for insurance companies other than life insurance compan- 
ies. 


If consolidated financial statements are prepared for an in- 
surance holding company whose consolidated subsidiaries 
are primarily insurance companies other than life insurance 
companies, consideration shall be given to utilization of the 
format of the financial statements, notes and schedules pre- 
scribed in this article. 
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Rule 7-02. General Requirement. 


1. Financial statements filed for a person to which this 
article is applicable shall be prepared in accordance with gen 
erally accepted accounting principles except as otherwise 
provided in this article. The general rules in Articles 1, 2, 3 
and 4 shall be applicable except where they differ from 
those prescribed in the special rules comprising this article. 


2. A person subject to this article may follow the rules and 
instructions governing the definition and computation of 
items in Annual Statements to the regulatory authority of 
its state of domicile (statutory accounting requirements) 
only if the statutes of that state prohibit the presentation 
of financial statements other than in accordance with such 
requirements. Financial statements which follow statutory 
accounting requirements shall be accompanied by corres- 
ponding financial statements prepared in accordance with 
generally accepted accounting principles. 


3. All financial statements prepared for persons to which 
this article is applicable shall include reconcilations of 
material differences between (a) total capital and surplus as 
reported on the corresponding Annual Statement and total 
stockholders’ equity as determined in accordance with gen- 
erally accepted accounting principles and (b) net gain from 
operations as reported on the corresponding Annual State- 
ment and net income or loss as determined in accordance 
with generally accepted accounting principles. The recon- 
ciliations shall be in tabular form in a note or in supplemen- 


tal statements and accompanied by appropriate explanations. 


4, Notwithstanding the foregoing requirements, financial 
statements filed for mutual insurance companies other than 
life insurance companies and wholly owned stock insurance 
company subsidiaries of such mutual insurance companies 
may be prepared in accordance with statutory accounting 
requirements without furnishing corresponding financial 
statements prepared in accordance with generally accepted 


accounting principles or supplemental reconciling statements. 


5. Financial statements prepared in accordance with statu- 
tory accounting requirements may be reasonably condensed 
as appropriate, but the amounts to be reported for net gain 
from operations and total capital and surplus shall be the 
same as those required on the corresponding Annual State- 
ment. 


Rule 7-03. Balance Sheets. 


Balance sheets filed for insurance companies other than life 
insurance companies shall comply with the following provi- 
sions: 


ASSETS AND OTHER DEBiTS 
1. Investments—other than investments in affiliates. 


(a) Bonds and notes. 

(b) Preferred stocks. 

(c) Common stocks. 

(d) Mortgage loans on real estate. 
le) Real estate. 

(f) Other loans and investments. 
(g) /nvested cash. 

(h) Total investments. 





NOTES 





(1) State the basis of determining the amounts shown in 
the balance sheet. 


(2) State parentheticaliy for bonds and notes and preferred 
and common stocks either aggregate cost or aggregate value 
at the balance sheet date, whichever is the alternate to the 
amounts at which shown in the balance sheet. Consideration 
shall be given to the discussion of ‘Valuation of Securities” 
in Accounting Series Release No. 118. 


(3) State parenthetically accumulated depreciation and 
amortization deducted from investment real estate. 


(4) Include under subcaption (g) share accounts in savings 
and loan associations, savings accounts, time deposits, cer- 
tificates of deposits and other cash accounts and cash equiva- 
lents earning interest. State in a note any amounts subject 

to withdrawal or usage restrictions (see Rules 7-03-2 and 
5-02-1). 


(5) State separately any class of investments included in 
subcaption (f) exceeding five percent of total assets; how- 
ever, if an amount to be reported under subcaption (f) or 
(g) is less than five percent of total assets it may be included 
under subcaption (f). 


(6) State in a note the name of any person in which the 
tota! amount invested in the person and its affiliates, in- 
cluded in the above subcaptions, exceeded two percent of 
total investments. For the purpose of this disclosure con- 
sider as an investment indebtedness and stocks included in 
the several subcaptions above and the amount of any real 
estate included in subcaption (e). Indicate the amount in- 
cluded in each subcaption. An investment in bonds and 
notes of the United States Government, or of a Federal 
Government agency or authority which exceeds two per- 
cent of total investments need not be reported. 


(7) Investments in unconsolidated subsidiaries and 50 per- 
cent or less owned persons (including partnerships) which 
are held for investment purposes may be included under an 
appropriate subcaption above. The related equity in earnings 
shall be included under Rule 7-04-2 and the amount of 
dividends or other distributions stated separately. Invest- 
ments in unconsolidated entities held for operating purposes 
may not be so reported. 


(8) State in a note any amounts included under subcaptions 
(a), (b), (d), (e), (f) and (g) which have been nonincome pro- 
ducing for the six months preceding the balance sheet date. 


2. Cash and cash items—State separately (a) cash on hand 
and unrestricted demand deposits; (b) restricted deposits 
held as compensating balances against short-term borrowing 
arrangements; (c) funds subject to repayment on call or im- 
mediately after the date of the balance sheet required to be 
filed; and (d) other funds, the amounts of which are known 
to be subject to withdrawal or usage restrictions, e.g., spec- 
ial purpose funds. The general terms and nature of such re- 
payment provisions in (c) and withdrawal or usage restric- 
tions in (d) shall be described in a note referred to herein 
(see Rule 5-02-1). 
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3. Investments and indebtedness of affiliates and other 
persons. 


(a) /nvestments—State separately amounts representing in- 
vestments in affiliates and investments in other persons 
which are held for operating purposes rather than investment 
and accounted for by the equity method, and state the basis 
of determining these amounts. State separately in the 
registrant’s balance sheet the amounts which in the related 
consolidated balance sheet are (1) eliminated and (2) not 
eliminated. 


(b) /ndebtedness—\nclude under this caption amounts repre- 
senting indebtedness of affiliates and indebtedness of other 
persons the investments in which are accounted for by the 
equity method. State separately in the registrant’s balance 
sheet the amounts which in the related consolidated balance 
sheet are (1) eliminated and (2) not eliminated. 


(c) Investments in and indebtedness from and to affiliates 
and other persons held for operating purposes and not for 
investment shall be reported under this caption and caption 
15. The related equity in earnings shall be included under 
Rule 7-04-10. 


4. Accrued investment income. 


5. Premiums receivable and agent’s balances—State separate- 
ly the balance of the allowance for doubtful accounts which 
was deducted. 


6. Reinsurance recoverable on paid losses. 


7. Property and equipment—\nclude under this caption the 
cost of real estate, furniture, fixtures and equipment used in 
the conduct of the insurance business and not considered as 
an investment. State parenthetically the accumulated depre- 
ciation and amortization deducted. The amount of any en- 
cumbrances shall be shown separately as a liability. 


8. Deferred policy acquisition costs—See Rules 7-04-5 and 
7-05-1(d). 


9. Other assets—State separately any other item not proper- 
ly classed in one of the preceding asset captions which is in 
excess of five percent of total assets. Include deposits held 
as compensating balances against long-term borrowing 
arrangements. 

10. Total assets and, when appropriate, other debits. 
LIABILITIES AND OTHER CREDITS 

11. Losses and claims. 


(a) Reported and estimated losses and claims. 
(b) Adjustment expenses. 


12. Unearned premiums. 


13. Other policyholders’ funds—\nclude experience rating 
refunds, dividends payable to policyholders and any similar 
items. State separately any item which is in excess of five 
percent of total liabilities. 
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14. Notes payable—State here or in a note the information 
required under Rule 5-02-29. Show separately any amount 
owed to affiliates. 


15. Indebtedness to affiliates and other persons—\nclude 
under this caption amounts representing indebtedness to 
affiliates and indebtedness to other persons the investments 
in which are accounted for by the equity method. State 
separately in the registrant’s balance sheet the amounts 
which in the related consolidated balance sheet are (a) 
eliminated and (b) not eliminated. 


16. Accrued income taxes—State separately the amount of 
(a) income taxes payable and (b) deferred income taxes. 
State separately the amount of deferred income taxes appli- 
cable to unrealized appreciation of investments. 


17. Other liabilities—State separately any other items not 
properly classed in one of the preceding liability captions 
which is in excess of five percent of total liabilities. 


18. Commitments and contingent liabilities—See Rule 3-16 
(i) and 7-05-4. 


STOCKHOLDERS’ EQUITY 


19. Capital shares—State for each class of shares the title of 
issue, the number of shares authorized, the number of shares 
issued or outstanding, as appropriate (see Rules 3-14 and 
3-15), and the dollar amount thereof, and, if convertible, the 
basis of conversion (see also Rule 3-16(f)(3)). Show also the 
dollar amount, if any, of capital shares subscribed but un- 
issued, and show the deduction of subscriptions receivable 
therefrom. Show here, or in a note or statement referred to 
herein, the changes in each class of capital shares for each 
period for which an income statement is required to be 
filed. 


20. Other stockholders’ equity—(a) Separate captions shall 
be shown for: 


(1) Paid-in additional capital. 
(2) Other additional capital. 


(3) Unrealized appreciation or depreciation of investments, 
less applicable tax. 


(4) Retained earnings. 


(i) Appropriated 
(ii) Unappropriated 


(b) If undistributed earnings of unconsolidated subsidiaries 
and 50 percent or less owned persons are included, state the 
amount in each category parenthetically or in a note refer- 
red to herein. 


(c) Include in subcaption (a)(4)(i) above or in a note, the 
purpose for which retained earnings have been appropriated. 


(d) For a period of at least 10 years subsequent to the effec- 
tive date of a quasi-reorganization, any description of re- 

tained earnings shall indicate the point in time from which 
the new retained earnings dates and for a period of at least 
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three years shall indicate the total amount of the deficit 
eliminated. 


(e) See Rule 7-05-2. 


(f) Asummary of each account under this caption setting 
forth the information prescribed in Rule 11-02 shall be given 
for each period for which an income statement is required 

to be filed. 


21. Total liabilities, other credits and stockholders’ equity 
Rule 7-04. Income Statements. 


Income statements filed for insurance companies other than 
life insurance companies shall comply with the following 
provisions: 


1. Premiums. 


(a) Premiums written—\nclude premiums from reinsurance 
assumed and exclude premiums on reinsurance ceded. 


(b) /ncrease or decrease in unearned premiums. 
(c) Premiums earned. 


2. Net investment income—(a) State parenthetically expen- 
ses deducted from investment income. 


(b) State separately in a note in tabular form (1) investment 
income from each category of investments listed in the sub- 
captions of Rule 7-03-1 which exceeds five percent of total 
investment income; (2) total investment income; (3) appli- 
cable expenses; and (4) net investment income. 


3. Other income—State separately any material amounts 
indicating clearly the nature of the transactions out of which 
the items arose. 


4. Losses, claims and adjustment expenses—State separately 
(a) losses and claims incurred and provided for, and (b) re- 
lated adjustment expense. 


5. Amortization of deferred policy acquisition costs—(a) \n- 
clude under this caption only the amount of deferred policy 
acquisition costs amortized to income during the period. 


(b) State separately in a note the nature and amount of the 
costs deferred during the period. State separately any cate- 
gory of costs which is in excess of 15 percent of the total 
amount deferred during each period covered by an income 
statement indicating the nature of the amount, e.g., commis- 
sions and brokerage, salaries and other compensation, and 
direct mail selling expenses. 


(c) See Rule 7-05-1. 
6. Other operating costs and expenses—\nclude general and 


administrative expenses not related to underwriting. State 
separately any material amounts. 


7. Dividends to policy holders. 


8. Income or loss before income tax expense and appropri- 
ate items below. 





9. Income tax expense—\nclude under this caption only 
taxes based on income. Taxes applicable to profits or losses 
on securities and extraordinary items shall not be included 
under this caption (see Rule 3-16(o)). 


10. Equity in earnings of unconsolidated subsidiaries and 
50 percent or less owned persons—The amount reported 
under this caption shall be stated net of any applicable tax 
provisions and shall exclude profits or losses on investments. 
State parenthetically or in a note referred to herein the 
amount of dividends received from such persons. 


11. Minority interest in income of consolidated subsidiar- 
les. 


12. Income or loss before realized profits or losses on in 
vestments and extraordinary items. 


13. Realized profits or losses on investments other than in- 
vestments in affiliates, less applicable tax—State separately 
(a) net realized investment profits or losses of the insurance 
company and (b) equity in net realized investment profits or 
losses of (1) unconsolidated subsidiaries and (2) 50 percent 
or less owned persons for which the equity in earnings was 
reported under caption 10 disclosing parenthetically or 
otherwise the tax applicable to such amounts. No profits 

or losses on the insurance company’s own equity securities, 
or equity in profits or losses of its affiliates on their own 
equity securities, shall be included under this caption. State, 
here or in a note referred to herein, the method followed 

in determining the cost of investments sold by the insur- 
ance company, e.g., “average cost,” “first-in, first-out,” or 
“identified certificate.” Consideration should be given to 
reporting transactions of the insurance company under cap- 
tion 15, when appropriate. (See Rule 7-05-3). 


14. Income or loss before extraordinary items. 


15. Extraordinary items, less applicable tax—State separate- 
ly (a) extraordinary items of the person and (b) equity in 
extraordinary items of (1) unconsolidated subsidiaries and 
(2) 50 percent or less owned persons for which the equity 
in earnings was reported under caption 10, disclosing paren- 
thetically or otherwise the tax applicable to such amounts. 


16. Net income or loss—See Rule 7-03-20(f). 


17. Earnings per share date—Refer to the pertinent require- 
ments in the appropriate filing form. No per share figure 
shall be based on net income or loss determined in accord- 
ance with statutory accounting requirements. (See Rule 
7-02-2.) 


Rule 7-05. Special Notes to Financial Statements. 

1. Accounting principles and practices—\nformation shall 
be given in a note as to accounting principles and practices 
reflected in the financial statements concerning the follow- 
ing matters. (See also Rule 3-08). 


(a) Consolidation of subsidiaries. 





(b) Valuation of investments and recognition and report: 
ing of unrealized appreciation or depreciation and profits 
or losses on investments. 
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(c) The basis of determining unearned and earned premiums, 
policy claims and losses payable and other reserves. 


(d) The nature of deferred policy acquisition costs, the 
methods and assumptions used in their determination and 
the methods and periods of amortization. 


(e) The existence of a reserve for catastrophe losses and cur- 
rent status of development of a uniform accounting policy 
in this area. If a reserve is maintained, the following disclo- 
sure shall be made: (1) the methods and assumptions used in 
its determination; and (2) the effect of the reserve on the 
balance sheet and income statement, if material. 


2. Restrictions on stockholders’ equity—(a) The nature of 
any restriction on stockholders’ equity created by statutory 
accounting requirements shall be explained in a note. See 
also Rule 3-16(h). 


(b) Explain in a note any deficiency or imminent deficiency 
in the statutory requirements for capital and surplus and the 
possible effect of such deficiency on the financial statements. 


3. Analysis of gain on bonds and notes and stocks—For each 
period for which an income statement is filed state separate- 
ly for (a) bonds and notes (see subcaption 7-03-1(a)) and (b) 
stocks (see subcaptions 7-03-1(b) and (c)) the following in- 
formation: (1) the portion of the realized profits or losses 
on investments, less applicable tax, included in caption 7-04- 
13, which relates to each of the above included in caption 
7-04-13, which relates to each of the above categories; (2) 
the change during the reporting period in the difference be- 
tween value and cost for each of the above categories; and 
(3) the total or net balance, as appropriate, for each cate- 
groy. 


4. Reinsurance—\nformation and appropriate explanation 
shall be given on the general nature of reinsurance contracts. 
The following information shall be furnished: 


(a) Amounts added to or deducted from unearned premiums 
and the liability for losses and claims in connection with re- 
insurance assumed or ceded. 


(b) Amounts added to or deducted from premiums written 
and the expense for losses and claims in connection with re- 
insurance assumed or ceded. 


(c) The nature of the contingent liability in connection 
with insurance ceded. 


(d) The nature and effect of any material bulk portfolio or 
similar nonrecurring reinsurance transactions. 


Rule 7-06. What Schedules Are to be Filed. 


(a) Except as expressly provided otherwise in the applicable 
form— 


(1) The schedules specified below in this rule as Schedules 
1, Vill, IX, X and XI shall be filed as of the dates of the 
most recent audited balance sheet and any subsequent un- 
audited balance sheet being filed for each person or group, 
provided that any such schedule (other than Schedules | and 
VIII) may be omitted if both of the following conditions 
exist: 
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(i) The financial statements are being filed as part of 
an annual or other periodic report; and 








(ii) The information that would be shown in the respec- 
tive columns of such schedule would reflect no changes 
in any issue of securities of the registrant or any signifi- 
cant subsidiary in excess of five percent of the outstand- 
ing securities of such issue as shown in the most recent- 
ly filed annual report containing the schedule. 











(2) Schedule VIII, Capital Shares, may also be omitted if 
the above two conditions exist and any information re- 
quired by column G of the schedule is shown in the related 
balance sheet or in a note thereto. 


(3) All other schedules specified below in this rule as 
Schedules II, 111, 1V, V, Vl and VII shall be filed for each 
period for which an income statement is required to be 
filed for each person or group. 


(b) When information is required in schedules for both the 
registrant and its consolidated subsidiaries it may be pre- 
sented in the form of a single schedule, provided that items 
pertaining to the registrant are separately shown and that 
such single schedule affords a properly summarized presen- 
tation of the facts. If the information required by any 
schedule (including the notes thereto) may be shown in the 
related financial statement or in a note thereto without 
making such statement unclear or confusing, that procedure 
may be followed and the schedule omitted. 





(c) The schedules shall support the financial statements 
prepared in accordance with generally accepted accounting 
principles except for statements prepared in accordance 
with Rule 7-02-4. Reference to the schedules shall be made 
in the appropriate captions of the financial statements. 
Where, pursuant to the applicable instructions, the support- 
ing schedules do not accompany the financial statements, 
references to such schedules shall not be made. | 





(d) The schedules shall be examined by the independent 
accountant if the related financial statements are so ex- 
amined. 


Schedule |. Summary of Investments—Other than Invest- 
ments in Affiliates—The schedule prescribed by Rule 12-27 
shall be filed in support of caption 1 of each balance sheet. 


Schedule I/._ Investments in, Equity in Earnings of, and 
Dividends Received from Affiliates and Other Persons—The 
schedule prescribed by Rule 12-04 shall be filed, for each 
period for which an income statement is required to be 
filed, in support of caption 3(a) of each balance sheet. This 
schedule may be omitted if neither the sum of caption 3(a) 
and 3(b) in the related balance sheet nor the amount of 
caption 15 in such balance sheet exceeds five percent of 
total assets as shown by the related balance sheet at either 
the beginning or end of the period. 





Schedule III. Indebtedness of Affiliates and Other Persons 
—The schedule prescribed by Rule 12-05 shall be filed, for 
each period for which an income statement is required to 
be filed, in support of caption 3(b) of each balance sheet; 
however, the required information may be presented sepa- 
rately on Schedule I! or Schedule VI. This schedule may 
be omitted if neither the sum of caption 3(a) and 3(b) in 
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the related balance sheet nor the amount of caption 15 in 
such balance sheet exceeds five percent of total assets as 
shown by the related balance sheet at either the beginning 
or end of the period. 


Schedule 1V. Amounts Receivable from Underwriters, Pro- 
moters, Directors, Officers, Employees, and Principal Hold- 
ers (other than Affiliates) of Equity Securities of the Per- 
son and its Affiliates—The schedule prescribed by Rule 12- 
03 shall be filed, for each period for which an income state- 
ment is required to be filed, with respect to each person 
among the underwriters, promoters, directors, officers, em- 
ployees, and principal holders (other than affiliates) of 
equity securities of the person and its affiliates from whom 
an aggregate indebtedness of more than $20,000 or one 
percent of total assets, whichever is less, is owed or, at any 
time during the period for which related income statements 
are required to be filed, was owed. For the purposes of this 
schedule exclude in the determination of the amount of in- 
debtedness all amounts receivable from such persons for 
purchases subject to usual trade terms, for ordinary travel 
and expense advances, and for other such items arising in 
the ordinary course of business. 


Schedule V. Valuation and Qualifying Accounts and Re- 
serves—The schedule prescribed by Rule 12-13 shall be filed, 
for each period for which an income statement is required 
to be filed, in support of asset valuation and qualifying 
accounts and reserves included in each balance sheet (see 
Rule 3-02). 


Schedule VI. Indebtedness to Affiliates and Other Persons 
—The schedule prescribed by Rule 12-11 shall be filed, for 
each period for which an income statement is required to be 
filed, in support of caption 15 of each balance sheet; how- 
ever, the required information may be presented separately 
on Schedule I! or Schedule III. This schedule may be omitted 





if neither the sum of captions 3(a) and 3(b) in the related 
balance sheet nor the amount of caption 15 in such balance 
sheet exceeds five percent of total assets as shown by the 
related balance sheet at either the beginning or end of the 
period. 


Schedule Vii. Premiums, Losses and Claims, Deferred Poal- 
icy Acquisition Costs and Underwriting Expenses—The sched- 
ule prescribed by. Rule 12-29 shall be filed, for each period 
for which an income statement is required to be filed, in 
support of captions 8 and 12 of each balance sheet and cap- 
tions 1(a), 1(c), 4(a), 4(b) and 5 of each income statement. 


Schedule Viil. Capital Shares—The schedule prescribed by 
Rule 12-14 shall be filed in support of caption 19 of a bal- 
ance sheet. 


Schedule /X. Warrants or Rights—The schedule prescribed 
by Rule 12-15 shall be filed with respect to warrants or 
rights granted by the person for which the statement is be- 
ing filed to subscribe to or purchase securities to be issued 
by such person. 


Schedule X. Guarantees of Securities of Other Issuers—The 
schedule prescribed by Rule 12-12 shall be filed with respect 
to any guarantees of securities of other issuers by the person 
for which the statement is being filed. 


Schedule XI. Other Securities—\f there are any classes of 
securities not iricluded in Schedules Vill, 1X and X, set forth 
in this schedule information concerning such securities cor- 
responding to that required for the securities included in 
such schedules. Information need not be set forth, however, 
as to notes, drafts, bills or exchange, or bankers’ accept - 
ances, having a maturity at the time of issuance of not ex- 
ceeding one year. 


RULE 12-29. Premiums, Losses and Claims, Deferred Policy Acquisition Costs and Underwriting Expenses. 1/ 


(For Insurance Companies Other Than Life Insurance Companies) 


PART 1—PREMIUMS 


PART 2—LOSSES 


PART 3—DEFERRED POLICY ACQUISITION COSTS 2/ 


Col.A Col. B Col. C Col. D Col. E Col. F Col. G Col. H Col. | Col. J Col. K Col. L 
Line of Un- Pre- Un- Pre- Losses Loss Balance Commis- Other Deduction Balance 
Busi- earned miums earned miums and and begin- sions and Under- Amortiza- end of 
ness 3/ —_pre- written Pre- earned claims claim ning of brokerage writing tion period 

miums 5/ miums during incur- expense period incurred expense charged 4/ 

begin- ¥ end of period red dur-  incur- 4/ during incurred to costs 

ning of period 5/ ing red dur- period during and ex 

period 4/ = period ing 5/ period penses 5/ 

4/ 5/ period 

a a 5/ 


1/ All money columns shall be totaled. 


2/ Part 3 may be omitted if the total deferred policy acquisition costs at both the beginning and end of the period did not exceed 


five percent of total assets as shown by the related balance sheet. 


3/ The required information shall be given for each line of business 


detailed in the Underwriting and Investment Exhibit, Parts 2 


and 3, of the Annual Statement filed with the regulatory authority of the person’s statutory domicile. Information as to any line of 


business for which the premiums written (column C) do not exceed 
lines of business shall be combined and listed as “All other.” 


5% may be omitted; however, information as to all such omitted 


4/ This column shall be totaled to correspond with the related balance sheet caption. 


5/ This column shall be totaled to correspond to the related income statement caption. 
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SECURITIES EXCHANGE ACT 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10904/July 5, 1974 


The Commission initiated a new ten day suspension in over- 
the-counter trading in securities of Commonwealth National 
Realty Trust (the “Trust”) of Baltimore, Maryland pursuant 
to Section 15(c)(5) of the Securities Exchange Act of 1934 
for the period from 1:00 p.m., July 5, 1974 through July 
14, 1974. Trading had previously been suspended from 
June 25, 1974 through July 4, 1974. 


The new suspension was initiated at the request of the Trust 
in order to permit additional time to assess the effect upon 
its financial position of the petition for reorganization under 
Chapter X of the Federal Bankruptcy Act filed by the Com- 
monwealth Corp., the Trust’s sponsor, and to permit the 
Trust to make a more definitive public statement regarding 
its position and thereby clarify any misconceptions that may 
have resulted from confusing the identities of Common: 
wealth Corp. and the Trust. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the suspension, no quotation may be 
entered unless and until they have strictly complied with all 
of the provisions of said rule. If any broker or dealer has any 
questions as to whether or not he has complied with said 
rule, he should not enter ary quotation but immediately 
contact the staff of the Securities and Exchange Commission, 
Division of Enforcement in Washington, D.C. If any broker 
or dealer is uncertain as to what is required by Rule 15c2-11, 
he should refrain from entering quotations relating to the 
securities in question until such time as he has familiarized 
himself with said rule and is certain that all of its provisions 
have been met. If any broker or dealer enters any quotation 
which is in violation of said rule, the Commission will con- 
sider the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10905/July 8, 1974 


File No. 8-6739 

In the Matter of 
DANIEL E. ARMEL 
579 Deerfield Road 


Gretna, Louisiana 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


These are remedial proceedings under the Securities Ex- 
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change Act with respect to Daniel E. Armel, formerly a 
director and assistant secretary of Commonwealth Securi- 
ties Corporation. Solely for the purpose of these and any 
other proceedings under specified provisions of the Securi- 
ties, the Exchange, the Investment Advisers and the Invest- 
ment Company Acts, and without admitting or denying the 
allegations contained in the order for proceedings, Armel 
consents to the entry of an order barring him from associa- 
tion with any broker or dealer. 


On the basis of the respondent's consent, it is found that: 


1. On March 4, 1968, Armel was convicted on 22 counts 
of an indictment alleging violations of the Securities Act's 
antifraud provisions. 


2. During stated periods between April 1958 and Decem- 
ber 1961, Armel willfully violated Section 17(a) of the Se- 
curities Act and Sections 10(b) and 15(c)(3) of the Ex- 
change Act and Rules 10b-5 and 15c1-2 thereunder, with 
respect to public offerings of the common stock of Certi- 
fied Credit and Thrift Corporation, Certified Mortgage Cor- 
poration, and Certified Life Corporation, by making ma- 
terial misstatements concerning: 


a. Those issuers’ financial history and identity; 


b. The interrelationships and the degree of common control 
among them and other companies including Commonwealth 
Securities Corporation; 


c. The prospective merger of all three issuers; 
d. The use of the proceeds of the offerings; 


f. The issuers’ growth potential and their comparability to 
highly successful finance companies; 


g. The safety of the issuers’ securities; 


h. The market for and the potential market appreciation of 
those securities; 


i. Listings on a national stock exchange; and 


j. Assurances of the future repurchase of the stock from 
investors without loss. 


3. Between January 1957 and June 1959, Armel willfully 
violated Sections 5(a) and 5(c) of the Securities Act by offer- 
ing, selling, and delivering after sale the common stock of 
Certified Credit Corporation when no registration statement 
was filed or in effect as to such securities. 


4. Between August 1961 and May 1962, respondent will- 
fully aided and abetted Commonwealth Securities Corpora- 
tion’s violations of Section 17(a) of the Exchange Act and 
Rule 17a-3 thereunder in that Commonwealth Securities 
failed to make and keep current certain of its books and 
records. 


5. Between April and May, 1962, respondent willfully aided 
and abetted Commonwealth Securities Corporation’s viola- 
tions of Section 15(c)(3) of the Exchange Act and Rule 15 
c3-1 thereunder in that Commonwealth Securities effected 
transactions in securities at a time when its aggregate indebt- 
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edness exceeded 2,000 percent of its net capital. 


In view of the foregoing, it is in the public interest to impose 
the sanction to which the respondent has consented. 


Accordingly, 1T 1S ORDERED that Daniel E. Armel be, and 
he hereby is, barred from association with any broker or 
dealer. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10906/July 8, 1974 


See Securities Act Release No. 5512/July 8, 1974. 





SECURIT'ES EXCHANGE ACT OF 1934 
Release No. 10907/July 8, 1974 


Admin. Proc. File No. 3-4483 
In the Matter of 


CAMPEAU CORPORATION 
Ottawa, Canada 
(81-153) 


ORDER GRANTING APPLICATION PURSUANT TO SEC- 
TION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Campeau Corporation 
(“Campeau”’), a Canadian corporation, pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as amended 
(“Act”) for an exemption from the provisions of Sections 
12(g), 13, 14, 15(d) and 16 of the Act. This order is subject 
to conditions and will remain in effect so long as: 


a. Campeau has fewer than 300 shareholders resident in the 
United States. : 


b. Campeau files with the Commission all of the reports 
which it is required pursuant to the laws of the Province of 
Ontario to distribute to its shareholders or to submit to the 
Ontario Securities Commission. 


It appeared to the Commission that the requested exemption 
is not inconsistent with the public interest or protection of 
investors since Campeau has only 23 shareholders who are 
resident in the United States; the 23 shareholders will be re- 
ceiving reports distributed pursuant to the laws of the Pro- 
vince of Ontario; the requirement for reports filed pursuant 
to Section 15(d) of the Act would subject Campeau to the 
burden of compliance with the accounting principles and 
practices of two countries; and a trading market in the United 
States for the securities of Campeau does not exist and de- 


velopment of such a market is unlikely. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10908/July 8, 1974 


The Securities and Exchange Commission has issued an 
order granting the applications of the following stock ex- 
changes for unlisted trading privileges in the common stock 
and other specified securities of the listed companies: 


Midwest Stock Exchange 
Standard Dredging Corporation (command stock and 
$1.60 cumulative convertible preferred stock, $20 par). 


New York Stock Exchange, Inc. 
Checkers Motors Corp. 
Greater Washington Investors, Inc. 
United Biscuit Company of America (3-3/8% debentures, 
due 1977) 
Uris Buildings Corporation 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10909/July 9, 1974 


Admin. Proc. File Nos. 3-4424 and 3-4506 
In the Matter of 


A. P. MONTGOMERY & CO., INC. 
89 Broad Street 

New York, New York 

(8-10397) 


RICHARD S. FRIECMAN 


FINDINGS AND ORDER IMPOS!IN.G REMEDIAL SANC- 
TIONS 


In these two broker-dealer proceedings under the Securities 
Exchange Act, A. P. Montgomery & Co., Inc. (“registrant’’), 
a registered broker-dealer, and Richard S. Friedman, its presi- 
dent, have submitted an offer of settlement. Solely for the 
purpose of these and any other proceedings under specified 
provisions of the Exchange and Investment Advisers Acts, 
and without admitting or denying the allegations in the 
orders for proceedings, respondents consent to findings of 
misconduct as alleged in those orders and to the imposition 
of specified sanctions. Upon the recommendation of its 
staff, the Commission determined to accept the offer. 


On the basis of the orders for proceedings and the offer of 
settlement, it is found that: 1/ 


1. At various times during the period from about February 
1, 1972 to May 1, 1973, respondents willfully violated Sec- 
tion 17(a) of the Securities Act and Section 10(b) of the 
Exchange Act and Rules 10b-5 and 10b-6 thereunder in con- 
nection with their activities involving the common stocks of 
SaCom and Manchester Life and Casualty Management Cor- 
poration. Respondents artificially maintained the prices of 
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those securities and created a false and misleading appear- 
ance of the markets for them by entering into arrangements 
with persons engaged in distributions of the securities pursu- 
ant to which registrant quoted the stocks at prices determin- 
ed by such persons and made purchases and sales pursuant 
to guaranteed protit agreements. 


2. During the period from about June 1 to November 30, 
1972, registrant, willfully aided and abetted by Friedman, 
willfully violated Section 15(c)(2) of the Exchange Act and 
Rule 15c2-7 thereunder in that it furnished quotations for 
SaCom to an inter-dealer quotation system without inform- 
ing it or other broker-dealers entering quotations for the 
stock of the arrangements described above. 


3. During the period from about January 1 through July 
1972, registrant and Friedman willfully violated Section 17 
{a) of the Securities Act and Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder, and registrant, willfully 
aided and abetted by Friedman, willfully violated Sections 
7(c)(1) and 7(f)(1) of the Exchange Act, Regulations T and 
X promulgated thereunder by the Board of Governors of the 
Federal Reserve System, and Section 17(a) of the Exchange 
Act and Rule 17a-3 thereunder, in connection with their ac- 
tivities involving the securities of Adobe Corporation, Fidel- 
ity Financial Corporation, Forest Oil Corporation, Storage 
Technology Corporation and Tuftco Corporation. Registrant 
made purchases of those securities from various persons with 
knowledge that such persons were selling the securities short 
prior to the effective dates of registration statements cover- 
ing offerings of the securities, and that those persons intend- 
ed to cover their sales with shares purchased in the offerings. 
Respondents sold short the securities purchased by registrant, 
as well as additional shares for registrant’s account, prior to 
the effective dates of the registration statements without dis- 
closing to purchasers that registrant was short and would 
cover its sales with shares purchased in the offerings at prices 
depressed by the various short sales. Registrant improperly 
extended credit in connection with the short sales to it, and 
falsified its records by recording short sales as long sales. 2/ 


4. During the period from about October 31, 1972 to April 
1, 1973, registrant, willfully aided and abetted by Friedman, 
willfully violated Section 17(a) of the Exchange Act and 
Rule 17a-4 thereunder in that it failed to preserve certain 
records for the required length of time. 


In view of the foregoing, it is in the public interest to impose 
the maximum sanctions specified in the offer of settlement. 


Accordingly, 1T 1S ORDERED that the registration as a 
broker and dealer of A. P. Montgomery & Co., Inc. be, and 
it hereby is, revoked; that Richard S. Friedman be, and he 
hereby is, suspended for a period of 180 days from being 
associated with a broker-dealer, investment adviser or invest- 
ment company; and that Friedman be, and he hereby is, bar- 
red from any such association in a non-supervised capacity. 
After his suspension, Friedman may become so associated in 
a non-supervisory capacity upon an appropriate showing that 
he will be employed under adequate supervisory procedures. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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1/ These findings are not binding upon any other respond- 
ent named in the two proceedings. 






2/ The Commission may subsequently issue a full opinion 
with respect to the misconduct described in this paragraph. 








SECURITIES EXCHANGE ACT OF 1934 
Release No. 10910/July 9, 1974 


The Securities and Exchange Commission has ordered public 
administrative proceedings under the Securities Exchange 
Act of 1934 against the following registered broker-dealers: 


CAPITAL DEVELOPMENT ASSOCIATES (“CDA”) 
Box D, 201 East Baltimore Avenue 
Media, Pennsylvania 19063 


G. K. ALLEN & CO., INC. (“GKA”) 
Benson East, Suite A-2 

Township Line, Old York Road 
Jenkintown, Pennsylvania 19046 


INVESTORS SECURITY CORPORATION (“ISC”’) 
231 Monroeville Mall 
Monroeville, Pennsylvania 15146 





MUTUAL FUNDS ASSOCIATES, INC. (“MFA”) 
2 Penn Center Plaza 
Philadelphia, Pennsylvania 19102 


Also named as respondents in the proceeding are the follow- 
ing individuals, associated with the above firms: William J. 
Clancy, Jr. (“Clancy’’) of Scranton, Pennsylvania, associated 
with CDA; Frederic James, Jr. (“James’’) of Chester Springs, 
Pennsylvania, associated with G.K.A.; William H. Brown 
(“Brown”) of Gibsonia, Pennsylvania associated with ISC; 
John G. Jianopoulos (““Jianopoulos”’) of Youngstown, Ohio, 
associated with ISC; Ralph C. Possinger (“Possinger’’) of 
Ridgway, Pennsylvania, associated with ISC; Francis Dubin 
(“Dubin”) of Philadelphia, Pennsylvania, associated with 
MFA; Elmer Goldberg (“Goldberg”) of Cherry Hill, New Jer- 
sey, associated MFA; Samuel Mishkin (“Mishkin”) of Phila- 
delphia, Pennsylvania, associated with MFA; and David R. 
Zimmerman (“Zimmerman”) of Cheltenham, Pennsylvania 
associated with MFA. 





The order is based on allegations by the Commission’s staff 
that respondents CDA, GKA, ISC, MFA, Clancy, James, 
Brown, Possinger, Walsh, Dubin, Goldberg, Mishkin and 
Zimmerman, singly and in concert with others, willfully vio- 
lated and willfully aided and abetted in violations of the 
antifraud provisions of the federal securities !aws in the offer 
and sale of the common stock of Lomma International, Inc. 
(“LI1"’). The order alleges that the material false and mislead- 
ing statements and omissions to state concerned, among 
other things, the speculative nature of an investment in LI 
stock, the nature and value of present and prospective as- 
sets and businesses of LII, assurances of a trading market for 
Lil stock, listing on the American Stock Exchange of said 
securities and prospective increases in price of LII stock. 










The order further alleges that respondents ISC, Brown and 
Jianopoulos, singly and in concert with others, willfully 
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violated and willfully aided and abetted in violations of the 
antifraud provisions in the offer and sale of the common 
stock of Artko Corporation (““Artko”’). The order alleges 
that the material false and misleading statements and omis- 
sions to state concerned among other things, the speculative 
nature of an investment in Artko stock, the financial condi- 
tion of Artko, present and prospective government contracts 
held by Artko, the fair and reasonable market price for said 
securities and prospective increases therein and the imminent 
purchase of large blocks of said securities by several mutual 
funds and the need for a hasty investment decision created 
thereby. 


Further allegations are made that CDA, GKA, ISC, MFA and 
Brown failed reasonably to supervise persons under their 
supervision so as to prevent the alleged violations of the Se- 
curities Act and the Exchange Act. 


A hearing will be scheduled by further order to take evidence 
on the staff's allegations and to afford the respondents an 
opportunity to offer any defenses thereto for the purpose of 
determining whether the allegations are true, and if so, 
whether any action of a remedial nature should be ordered 
by the Commission. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10911/July 10, 1974 


Admin. Proc. File No. 3-4414 
In the Matter of 


RONALD G. FARRELL 
Atlanta, Georgia 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


These are remedial proceedings under the Securities Exchange 
Act with respect to Ronald G. Farrell. Solely for the purpose 
of these and any other proceedings under specified provi- 
sions of the Exchange, Securities Investor Protection, Invest- 
ment Advisers and Investment Company Acts, aid without 
admitting or denying the allegations in the order for pro- 
ceedings, respondent consents to findings of misconduct as 
alleged in that order and to the entry of an order barring 

him from association with any broker, dealer, investment ad- 
viser or investment company. 


On the basis of the order for proceedings and respondent's 
consent, it is found that: 1/ 


1. During the period from about March 1970 to June 1972, 
respondent willfully violated Sections 5(a) and 5(c) of the 
Securities Act in that he offered, sold and delivered the com- 
mon stocks of First Equity Corporation (“First Equity”) and 
Equity Holding Corporation (“Equity Holding’) (which 
merged into First Equity around June 1972), when no regis- 
tration statement under that Act was filed or in effect as 

to those securities. 


2. During stated periods from about October 1971 to about 
April 1973, respondent willfully violated Section 17(a) of 


the Securities Act and Section 10(b) of the Exchange Act 


and Rule 10b-5 thereunder. In connection with transactions 
in the stocks of First Equity, Equity Holding and Invest- 
ment Enterprises, Incorporated (‘‘Investment Enterprises’’) 
he made and caused to be made false and misleading state- 
ments concerning, among other things, the financial condition 
of Equity Holding and Investment Enterprises, the value of 
the consideration given by him for First Equity stock and by 
his father and him for Investment Enterprises stock, and the 
use of the proceeds of the offering of the latter stock. 


3. During stated periods from about August 1972 to Decem- 
ber 1973, respondent willfully aided and abetted violations 
by a registered broker-dealer (registrant) of Section 17(a) of 
the Exchange Act and Rules 17a-3, 17a-5(n) and 17a-11 
thereunder, in that registrant failed to make accurately and 
keep current certain books and records, and sent informa- 
tion to customers and filed reports with the Commission 
which were false and misleading with respect to its assets, 
liabilities and net capital. 


4. Respondent willfully aided and abetted violations of 
Section 17(a) of the Exchange Act and Rules 17a-5(a) and 
17a-13 thereunder, in that registrant failed to file a report 
of financial condition for 1972, and to make accurate quar- 
terly box counts for 1972 and the first quarter of 1973. 


5. Respondent willfully aided and abetted violations of Sec- 
tion 15(c)(3) of the Exchange Act and Rules 15c3-1 and 
15c3-3 thereunder, in that registrant (a) during the period 
from about August 1972 to December 1973, effected secur- 
ities transactions when its aggregate indebtedness exceeded 
2,000% of its net capital, and (b) did not timely establish a 
customer reserve account and, after the establishment of 
such account, did not make all the required deposits. 


6. During the period from about February 1972 to Decem- 
ber 1973, respondent willfully aided and abetted violations 
of Section 15(b) of the Exchange Act and Rule 15b3-1 
thereunder, in that registrant failed to amend promptly its 
application for broker-dealer registration to reflect changes 
in its officers and directors and in the address of its princi- 
pal place of business. 


7. During the period from about June to September 1972, 
respondent willfully aided and abetted violations of Section 
7(c)(1) of the Exchange Act and Regulation T promulgated 
thereunder by the Board of Governors of the Federal Re- 
serve System, in that registrant improperly extended, main- 
tained or arranged for credit to and for customers on securi- 
ties. 


In light of the foregoing it is in the public interest to impose 
the sanction to which respondent consents. 


Accordingly, 1T 1S ORDERED that Ronald G. Farrell be, and 
he hereby is, barred from being associated with any broker, 
dealer, investment adviser or investment company. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are binding only upon respondent. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10912/July 11, 1974 


See Securities Act Release No. 5513/July 11, 1974. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18484/July 5, 1974 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
New York, New York 


{ROQUOIS GAS CORPORATION 
PENNSYLVANIA GAS COMPANY 
UNITED NATURAL GAS COMPANY 
NFG GAS CORPORATION 

(70-5344) 


ORDER AUTHORIZING AMENDED PLAN FOR RE- 
ALIGNMENT OF HOLDING COMPANY SYSTEM 


National Fuel Gas Company (“National Fuel’’), a registered 
iiolding company, and its subsidiary companies named above 
iiave filed a joint application-declaration and amendments 
chereto with this Commission pursuant to Sections 6(a), 7, 
O(a), 10, and 12 of the Public Utility Holding Company Act 
of 1935 (“Act’’), and Rules 42, 43, 62, 63 and 65 promul- 
vated thereunder. 


+8 heretofore filed, and described in the notice of filing is- 
sued on August 21, 1973 (Holding Company Act Release No. 
18062), the application-declaration proposed a series of in- 
tra-system transactions (“Plan”) providing for a realignment 
of the System’s properties, and termination, by merger, of 
National Fuel’s corporate existence and of its status as a 
holding company within the meaning of the Act. It is now 
stated that the Plan’s provision for termination of National 
Fuel’s corporate existence would give rise to substantially 
adverse federal income tax consequences which can be ob- 
viated by the company’s continued existence, and the Plan 
has accordingly been amended (“Amended Plan’’). Except 
for the proposed continuation of National Fuel as a nolding 
company, the provisions of the Amended Plan are substan- 
tially the same as those of the Plan. Summarized below are 
the provisions of the Amended Plan. 


National Fuel, a New Jersey corporation, is solely a holding 
company. It owns all of the outstanding capital stocks of Iro- 
quois Gas Corporation (“Iroquois”), Pennsylvania Gas Com- 
pany (“Penn Gas”) and United Natural Gas Company (“Uni- 
ted’’); and of two other subsidiary companies, The Mars Com- 
pany (“Mars”) and The Sylvania Corporation (“Sylvania’’). 

It also owns all of the outstanding long-term debt of these 
companies. As of December 31, 1973, the consolidated assets 
of the National Fuel System amounted to $404,220,885, and 
the consolidated operating revenues amounted to $223,044,- 
324 in the year 1973. The publicly-held securities of the 
System (apart from short term notes to banks) are 
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solely those of National Fuel, consisting of 5,122,515 shares 
of $10 par value common stock and $159,972,500 principal 
amount of several series of debentures maturing on various 

dates through 1997 (exclusive of current maturities). 











Iroquois, Penn Gas, and United are engaged in the distribu- 
tion of natural and mixed gas at retail, and by reason there- 
of each is a gas utility company as defined in Section 2(a) 
(4) of the Act. They are also engaged in the production, 
purchase, storage, and transmission of natural and manufac- 
tured gas and in the sale of gas-burning equipment and appii- 
ances. Mars and Sylvania are non-utility companies engaged 
in production of oil and gas. 








Over 90% of the System gas requirements are purchased 

from a number of nonaffiliated pipeline suppliers connected | 
at various points to the System pipeline. The companies co- 
ordinate certain of their functions for economy of opera- 
tions and for long-range planning of gas supply. National 

Fuel performs administrative functions on behalf of its sub- 
sidiary companies, and all permanent financing for its sub- 
sidiary companies is provided by National Fuel through the 
public sale of its common stock and debentures. 


Iroquois, Penn Gas, and United are interconnected through 
a System-owned pipeline network extending from south- 
western Pennsylvania to the New York-Canadian border at 
the Niagara River and serve approximately 465 communi- 
ties located in substantially contiguous areas in northwestern 
Pennsylvania, western New York and a small section of 
eastern Ohio bordering on the Pennsylvania service area. 
These service areas have a combined estimated population 
of approximately 2,362,000. About 465,000 customers are 
served in New York State, 181,000 in Pennsylvania, and 
4,000 in Ohio. 





’ 


Iroquois, a New York corporation, operates solely in west- 
ern New York State. The principal communities served by 
it are Buffalo, Niagara Falls and Batavia. Penn Gas, a Penn- 
sylvania corporation, serves five counties in northwestern 
Pennsyivania, including the cities of Erie and Warren, and 
two counties in western New York, United, a Pennsylvania 
corporation, serves 13 counties in northwestern Pennsyl- 
vania, including the cities of Sharon, Oil City, and Bradford, 
and two counties in Ohio. 


Under the Amended Plan, all of the gas distribution proper- 
ties, franchises, and other related assets owned by Iroquois, 
Penn Gas and United will be transferred, at the underlying 
book values thereof as of the date of transfer, to a newly- 
organized company, NFG Gas Corporation (“NFG”), a New 
York corporation having its principal office in Buffalo, New 
York,. NFG will thus become a gas public-utility company 
as defined in Section 2(a)(4) of the Act, with all rights, 
privileges and obligations of a public-utility company there- 
tofore vested in the three transferor companies. As consid- 
eration for these property transfers NFG will (i) issue to 
each transfercr company shares of its no-par-value common 
stock which in the aggregate will constitute all of NFG’s 
issued and outstanding common stock; (ii) assume a portion 
of the long term debt owed by each transferor company to 
National Fuel; and (iii) assume certain of the current liabili- 
ties of each transferor company related to the assets being 
transferred. The total consideration received by each trans- 
feror company, will be equal to the net underlying book 









res 


al values of the transferred assets at the date of closing. Based 


Based on the foregoing, NFG will issue to Iroquois, United 
on data as of December 31, 1973, the values and considera- 


and Penn Gas an aggregate of 5,991,865 shares of its no par 








Assets (Distribu- orized common stock to accommodate the issuances pro- 
Z tion Properties) posed under the Amended Plan; and, by the same amend- 
“i phn a — to ee iis ment, NFG will change its name to National Fuel Gas Dis- 
er tribution Corporation. As a public-utility company, NFG 
, IROQUOIS will have two operating divisions—one for New York State 
A and the other for Pennsylvania and the small number of 
“j Total Assets(a) $228,771,672 $173,993,658 customers in Ohio. 
| Total Liabili- ‘ 
ay — It is further proposed that upon such transfer to NFG of 
Long-Term their respective distribution properties Iroquois, United and 
ed Debt (b) 107,526,000* $ 84,511,500 Penn Gas (which will then no longer be public-utility com- 
.. Other Liabil- panies within the meaning of Section 2(a)(4) of the Act) 
| ities 28,461,553 15,946,474 will merge. United will be the surviving company, with a 
Common change of name to National Fuel Gas Supply Corporation 
b Equity(b) _ 92,784,119 __ __73,535,684 _ (“Supply Corp.’’). All of the assets of Iroquois and Penn Gas 
: $228,771,672 $173,993,658 will be vested in, and all of their liabilities will be assumed 
ne UNITED by, Supply Corp.; their outstanding shares of capital stock 
will be cancelled; and their separate corporate existence 
Total Assets(a) $ 94,041,572 $ 40,968,018 will cease. The merger will thus consolidate into Supply Corp. 
ih ass all of the gas storage, interstate gas transmission and related 
tees Lene properties of the National Fuel System. All of the outstand- 
ye Term ing shares of NFG, which will have been acquired by Supply 
. oe * Corp. through the merger will, pursuant to an Exchange 
: bt (b) 22,134,000 10,179,500 - “ 
Other Liabil- Agreement, be transferred to National Fuel in exchange for 
tern ities 16,020,274 3,975,703 and cancellation of a specified number of Supply Corp.'s 
Common shares held by National Fuel. 
Equity(b) 55,887,298 26,812,815 
_ $ 94,041,572 $ 40,968,018 Upon effectuation of the realignment under the Amended 
" ————— , —————————— Plan, National Fuel will have one public utility subsidiary 
instead of the present three, together with three non-utility 
y PENN GAS subsidiaries, Supply Corp., Mars and Sylvania. It is stated 
Total Assets(a) $ 59,537,353 $ 33,218,854 that the realignment will simplify the structure of the Na- 
t tional Fuel System and that economies in the future cost of 
Y Total Liabili- service may be anticipated. It is further stated that the pro- 
n ton - posed realignment will simplify local regulation, as well as 
oe future proceedings and filings at the Federal Power Commis- 
1 A ped 18,046,000° $ 10,315,000 sion in respect of the interstate pipeline operations which 
ia r : 
ities 10,174,011 4,309,212 will be conducted by Supply Corp. 
Common 
ord, Equity (b) 31.318,342 18,594.642 Coneamenatien of ee fometes in ot en enn 
the Systermm’s consolidated assets and liabilities (subject to 
$98,597,283 _ $2378 adjustment for related fees and expenses); it will not affect 
- © the consolidated capital structure; and it will leave outstand- 
ms, OMBINED ing the System’s present publicly-held securities, i.e., Na- 
9 Total Assets(a) $382,350,597 $248,180,530 tional Fuel’s debentures and common stock. The long term 
- wee debt of Iroquois, United and Penn Gas, all held by National 
mee jing Liabili- Fuel, will continue to be held by it as obligations of NFG 
ew es: 
vn a and Supply Corp. 
Debt (b 149,705,000* 105,006,000 or 
Other hel . On a pro forma basis, giving effect to the Amended Plan as 
“g ities 54,655,838 24,231,389 of December 31, 1973, the respective capital structures of 
” Common NFG and Supply Corp., and that of National Fuel and its 
Equity (b) 179,989,759 118,943,141 subsidiaries consolidated, will be as follows: 
on RPC Sy 
‘ $382,350,597 $248,180,530 
tion aw ’ = 
to Exclusive of current maturities. 
bili- (a) Net of valuation reserves. 
ng (b) All owned by National Fuel. 
ns (c) Represents long-term debt and other liabilities to be assumed 


2 
. 





tion would be as shown in the following table. 


by NFG, and pro forma net underlying book value of NFG common 
































shares to be issued. 


value common stock. NFG will amend its Certificate of In- 
corporation so as to provide a sufficient amount of auth- 
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($ 000) 
National Fuel 

















NFG Supply Corp. (consolidated) 
Amount % Amount % Amount % 
Long term debt: 
Debentures $= — ae —— $159,973 
Deb. due within 
one year — -- ines — 2,438 
Due parent Co. 
(a) 110,486 42,699 — 
110,486 48.2 42,699 41.1 162,411 47.0 
Cons’t. Bank 
Loan — —— or no 14,500(b) 4.2 
110,486 48.2 42,699 41.1 176,911 51.2 
Common 
equity 118943 51.8 61,047 589 168617 488 
Total Cap. & 
Surplus: $229,429 100.0 $103,746 100.0 $345,528 100.0 








(a) Includes current maturities. 
(b) Due 12/31/74; expected to be repaid by sale of 
debentures in 1974. 


National Fuel’s stockholders were solicited by proxy to vote 
on the original Plan of realignment which, as noted, had in- 
cluded the proposed merger and elimination of the present 
National Fuel Gas Company. It is stated that at the annual 
stockholders meeting held April 25, 1974, over 92% of the 
shares represented voted in favor of the Plan. It is further 
stated that the Amended Plan, not involving a merger of the 
parent company but consisting solely of the proposed intra- 
system realignment transactions hereinabove described, does 
not require shareholder authorization. 


Fees and expenses incurred and to be incurred by the appli- 
cants-declarants in connection with the proposed transac- 
tions are estimated at an aggregate of approximately $952,- 
000, of which approximately $343,000 is for taxes on prop- 
erty and stock transfers, expenses of the proxy solicitation, 
and fees to regulatory agencies; and the balance constitutes 
fees and expenses for various services, including $200,000 of 
fees for outside counsel. The record being incomplete as to 
said estimated fees and expenses, the allocation thereof 
among the applicants-declarants, and the proposed account- 
ing therefor, we shall reserve jurisdiction over these matters. 


Applicants-declarants request leave to file the certificate of 
notification required by Rule 24 under the Act on a date 
not later than 60 days after consummation of the Amended 
Plan to permit the inclusion therein of pro forma financial 
statements as of July 1, 1974, the date as at which the re- 
alignment is proposed to be effectuated. 


The New York Public Service Commission and the Public 
Utilities Commission of Ohio have jurisdiction over the trans- 
fers of the properties in those respective States to NFG; the 
Pennsylvania Public Utility Commission has jurisdiction over 
the transfer of Pennsylvania properties to NFG and the com- 
mencement of utility operations in that State by NFG. The 
transactions subject to their respective jurisdictions have 
been approved by each of those regulatory authorities. The 
Federal Power Commission (““FPC’’) has jurisdiction over 
the abandonment of pipeline facilities and related services 
and the acquisition and operation thereof by Supply Corp. 
By order in respect of the origina! Plan the FPC has approved 
these transactions. National Fuel has requested the FPC to 
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enter a supplemental order reaffirming its approval of the 
same transactions within the context of the Amended Plan. 
When issued, a copy of said supplemental order will be filed 
herein by amendment. 


Due notice of the filing of the application-declaration was 
given in the manner prescribed in Rule 23 promulgated under 
the Act (Holding Company Act Release No. 18062), and no 
hearing has been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in the in- 
terest of investors and consumers that said application- dec- 
laration, as amended, be granted and permitted to become 
effective. 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as an.ended, be, and it hereby is, granted and permitted 
to become effective upon the issuance of said supplemental 
order by the FPC and subject to the terms and conditions 
(modified as indicated above) prescribed in Rule 24 promul- 
gated under the Act. 


IT IS FURTHER ORDERED, that jurisdiction be, and here- 
by is, reserved with respect to the fees and expenses incur- 
red in connection with the proposed transactions, the alloca- 
tion thereof among the applicants-declarants, and the account: 
ing therefor. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18485/July 5, 1974 


In the Matter of 


NORTHEAST UTILITIES 

174 Brush Hill Avenue 

West Springfield, Massachusetts 01089 
(70-5520) 


NOTICE OF PROPOSED EXEMPTION FROM COMPETI- 
TIVE BIDDING REQUIREMENTS REGARDING ISSUE 
AND SALE OF COMMON STOCK 


NOTICE is hereby given that Northeast Utilities, Inc. 
(“Northeast”), registered holding company, has filed an ap- 
plication pursuant to the Public Utility Holding Company 
Act of 1935 (““Act’’), designating Rules 50 and 100 promul- 
gated thereunder as applicable to the following proposed 
transaction. All interested persons are referred to the appli- 
cation, which is summarized below, for a complete state- 
ment of the proposed transaction. 


Northeast states that it expects to issue and sell in Septem- 
ber 1974, for the best price obtainable, 5,000,000 addition- 
al common shares, $5 par value (“Common Stock”). The 
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timing of the issue and the exact number of Common 
Stock) will be fixed in the light of current market conditions 
and other relevant factors. Northeast requests an exemption 
from the competitive bidding requirements of Rule 50 un- 
der the Act for the issue and sale of such Common Stock to 
permit it to select, without preliminary competitive negotia- 
tions, one or more investment banking firms to form a syn- 
dicate which will act as underwriters for the Common Stock 
and with which Northeast will negotiate the terms on which 
it will sell the Common Stock to such underwriters. 


Northeast states that it is important that, market conditions 
permitting, it go forward with its proposed sale of the Com- 
mon Stock in September, in order to provide a $35 million 
capital contribution to its subsidiary, Connecticut Light & 
Power Company (““CP&L”) for which it is committed. That 
contribution has been delayed pending the completion of 
Northeast’s own common share issue, because the Commis- 
sion’s most recent order with respect to short-term borrow- 
ings by Northeast (Holding Company Act Release No. 
18255, January 14, 1974) limits Northeast’s aggregate short- 
term borrowings to $150 million, an amount which would 
be exceeded if additional funds were borrowed to make the 
capital contribution. The proceeds of the proposed sale of 
the Common Stock will be applied first to this capital con- 
tribution. 


Northeast, with the assistance of its financial advisor, Mor- 
gan Stanley & Co., presents the following factors which, it 
states, compel it to seek an exemption from the competitive 
bidding requirements of Rule 50. These factors are stated to 
be not only applicable to Northeast but to the capital-raising 
problems of the electric utility industry in general. North- 
east states: 


First, that the rapid increase in demand for additional capi- 
tal by the utility industry in general, and the increase in the 
demand for equity capital in particular, together with a cor- 
responding reduction in the supply of available funds, has 
created a situation where it is extremely difficult for utilities 
to raise sufficient equity capital to meet their needs; and 
that the market for new utility issues has been poor in re- 
cent weeks, with some utilities finding it impossible to com- 
plete contemplated sales of new issues. 


Second, that in view of the current market situation it may 
not be possible for Northeast to raise the necessary equity 
capital through the sale of the Common Stock without a co- 
ordinated effort on the part of the entire securities industry; 
that such a coordinated effort is not possible under the com- 
petitive bidding requirements which automatically split the 
securities industry into two or more segments; that the re- 
cent increase in short-term volatility of the securities market 
has made it extremely difficult to raise equity capital through 
the competitive bidding method, since that method does not 
allow the flexibility available with a negotiated transaction; 
and that negotiated transaction would give Northeast the 
ability to adjust its time schedule for sale of the proposed 
Common Stock to meet rapidly changing market conditions. 


In addition to the foregoing, Northeast states that its current 
financial condition and market price of its common shares 
make it particularly important that its proposed sale of the 
Common Stock be exempt from the competitive bidding re- 
quirements; and that it has experienced an adverse trend in 
consolidated net income and earnings per share since the be- 








ginning of this year; due principally to rapidly increasing 
fuel costs and inability to effect prompt recovery thereof 
from consumers. 


Northeast also points out that it has required increasingly 
large amounts of equity capital in recent years. During the 
five year period 1966-1970 Northeast issued common stock 
in the aggregate amount of $64 million as contrasted with 
an aggregate amount of $106 million during the following 
3-year period. Northeast estimates that it will require at 
least $205 million of common stock financing during the 
period 1974-1976, including t‘1e proposed sale of the Com- 
mon Stock. 


No state or Federal Commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. Fees 
and expenses to be incurred in connection with this appli- 
cation aggregate $2,000, consisting of legal fees of $1,500 
and a payment of $500 to Northeast Utilities Service Com- 
pany for accounting and other service. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 29, 1974, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said application which he desires to contro- 
vert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request should 
be addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
should be served personally or by mail (air mail if the per- 
son being served is located more than 500 miles from the 
point of mailing) upon the applicant at the above-stated 
address, and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the re- 
quest. At any time after said date, the application, as filed 
or as it may be amended, may be granted as provided in 
Rule 23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 thereof 
or take such other action as it may deem appropriate. Per- 
sons who request a hearing or advice as to whether a hear- 
ing is ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18486/July 10, 1974 


In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 
GRANITE STATE ELECTRIC COMPANY 
MASSACHUSETTS ELECTRIC COMPANY 
THE NARRAGANSETT ELECTRIC COMPANY 
NEW ENGLAND POWER COMPANY 

20 Turnpike Road 
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Westborough, Massachusetts 01581 
(70-5461) 


NOTICE OF PROPOSED UNSECURED BORROWINGS BY 
ONE SUBSIDIARY IN EXCESS OF 10% OF ITS CAPITALI- 
ZATION AND PROPOSED INCREASE IN UNSECURED 
BORROWINGS BY A SECOND SUBSIDIARY 


NOTICE IS HEREBY GIVEN that New England Electric 
System (“NEES”), a registered holding company, and its 
electric utility subsidiary companies, Granite State Electric 
Company (“Granite’’), Massachusetts Electric Company 
(“Mass Electric”), The Narragansett Electric Company 
(“Narragansett”) and New England Electric Power Company 
(““NEPCO”) have filed a post-effective amendment to their 
application-declaration previously filed and amended with 
this Commission in this proceeding designating sections 6(a), 
7, 9(a), 10 and 12 of the Public Utility Holding Company 
Act of 1935 (“Act”) and Rules 42, 43 and 50 promulgated 
thereunder as applicable to the proposed transactions. All in- 
terested persons are referred to the application-declaration, 
as further amended by said post-effective amendment, which 
is summarized below, for a complete statement of the pro- 
posed transactions. 


By order dated March 29, 1974 (Holding Company Act Re- 
lease No. 18351) this Commission authorized, among other 
things, Narragansett to issue notes to banks and/or to NEES 
in a maximum amount of $17,000,000 to be outstanding at 
any one time through March 31, 1975. Narragansett now re- 
quests authority to increase the authorized amount of such 
borrowings to $36,000,000. It is represented that only in 
the event Narragansett (i) does not sell the refunding issue of 
Series K Bonds and (ii) does obtain the required vote of its 
shares of preferred stock (as explained below) will this in- 
crease in borrowing authority be used. 


It is stated that Narragansett has outstanding $21,925,000 
principal amount of First Mortgage Bonds, Series A, which 
are due to mature on September 1, 1974. Narragansett ex- 
pects to pay these bonds at maturity with proceeds of the 
sale of Narragansett’s Series K Bonds, notice of such sale 
having been issued on June 7, 1974 (Holding Company Act 
Release No. 18446). It is further stated that the Terms and 
Conditions for Bids and Terms of Purchase relating to the 
Series K Bonds contain provisions permitting Narragansett 
and/or prospective bidders to cancel the proposed sale/pur- 
chase of the Series K Bonds. Therefore, if for these or any 
other reasons, Narragansett does not sell the Series K Bonds 
prior to the maturity of the Series A Bonds, Narragansett will 
require funds to meet this maturity. 


In order to obtain such funds if the Series K Bonds are not 
sold as presently scheduled, Narragansett requests authority 
to increase its authorized unsecured indebtedness to $36,- 
000,000. The requested authorization will exceed 10% of 
Narragansett’s total capitalization but will not exceed 20% 
of such capitalization. To make such borrowings in excess of 
10% of its capitalization, Narragansett must also obtain the 
consent of a majority vote of its total number of outstand- 
ing shares of preferred stock. By Order dated June 25, 1974 
(Holding Company Act Release No. 18470) this Commission 
authorized Narragansett to solicit proxies in connection with 
its attempt to obtain such consent. 


NEPCO requests authority to increase the amount of its bor 
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rowings heretofore authorized in this proceeding from 
$124,000,000 to $130,000,000 through March 31, 1975. 
NEPCO also proposes to include eleven additional banks to 
the list of banks from which it may borrow. 


Although no formal commitments have been made, NEPCO 
and Narragansett expect their proposed borrowings will be 
effected from the following list of banks. It is proposed that 
the amounts NEPCO and Narragansett may borrow from any 
particular bank may be increased or decreased, but at no 
time will the aggregate amount of short-term borrowings 
from all banks exceed the authorization for each company. 


Amounts Proposed to be 
Authorized by this Post- 
Effective Amendment No. 


Borrowing Company 1 (thousands) _ 





Banks or NEES* 


$ 20,500 (A) 
9,500 (B) 
___6,000 (C) 


Narragansett 


Total $ 36,000 


NEPCO $ 30,000 (A) 
2,500 (D) 
10,000 (E) 
7,500 (F) 
10,000 (G) 
10,000 (H) 
10,000 (1) 
10,000 (J) 
7,500 (K) 
7,500 (L) 
5,000 (M) 
10,000 (N) 
10,000 (O) 


Total $130,000 


*Or Commercial Paper in the case of NEPCO. 
(A) The First National Bank of Boston, 
Boston, Massachusetts 
Industrial National Bank of Rhode Island, 
Providence, Rhode Island 
Rhode Island Hospital Trust National Bank, 
Providence, Rhode Island 
Worcester County National Bank, 
Worcester, Massachusetts 
Chase Manhattan Bank N.A., 
New York, New York 
Chemical Bank, New York, New York 
First National City Bank, New York, New York 
Irving Trust Company, New York, New York 
Manufacturers Hanover Trust Company, 
New York, New York 
Morgan Guaranty Trust Company of New York, 
New York, New York 
State Street Bank and Trust Company, 
Boston, Massachusetts 
National Shawmut Bank, Boston, Massachusetts 


(B) 
(C) 
(D) 
(E) 
(F) 
(G) 
(H) 
(I) 

(J) 

(K) 


(L) 












































(M) New England Merchants National Bank, 


Boston, Massachusetts 


(N) Continental Illinois National Bank & Trust Co., 
Chicago, Illinois 
(O) First National Bank of Chicago, Chicago, IIlinois 


NEPCO requests exception of the sale of its commercial pa- 
per notes from the competitive bidding requirement of Rule 
50 pursuant to Section (a)(5) thereof. It is also requested 
that the certificate of notification under Rule 24 regarding 
all of the proposed transactions be filed quarterly. 


It is stated that no additional fees and expenses are to be in- 
curred in connection with the post-effective amendment. It 
is stated that NEPCO is seeking authorization from the New 
Hampshire Public Utilities Commission with respect to the 
notes proposed to be issued by NEPCO and that no other 
state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 13, 1974, request in writing that 
a hearing be held on such matter stating the nature of his in- 
terest, the reasons for such request, and the issues of fact or 
law raised by said application-declaration, as further amend- 
ed by the post-effective amendment, which he desires to con- 
trovert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request should 
be addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request should 
be served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of mail- 
ing) upon the applicants-declarants at the above-stated ad- 
dress, and proof of service (by affidavit or, in case of an at- 
torney at law, by certificate) should be filed with the request. 
At any time after said date, the application-declaration, as 
further amended by the post-effective amendment, may be 
granted and permitted to become effective as provided in 
Rule 23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant exemption from 
its rules under the Act as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appropri- 
ate. Persons who request a hearing or advice as to whether a 
hearing is ordered will receive any notices and orders issued 
in this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18487/July 10, 1974 


In the Matter of 
METROPOLITAN EDISON COMPANY 


Berks County, Pennsylvania 19605 
(70-5505) 





ORDER AUTHORIZING SALE OF UTILITY ASSETS 


Metropolitan Edison Company (“Met Ed”), an electric util- 
ity subsidiary company of General Public Utilities Corpora- 
tion, a registered holding company, has filed a declaration 
and an amendment thereto with this Commission pursuant 
to Section 12(d) of the Public Utility Holding Company 
Act of 1935 (’‘Act’’) and Rule 44 promulgated thereunder 
regarding the following proposed transactions. 


Met Ed presently provides electricity to the Steelton, Penn- 
sylvania plant of Bethlehem Steel Corporation (“Bethlehem”). 
Bethlehem has notified Met Ed that it wishes to be served in 
the future iy Pennsylvania Power & Light Company 
(“PP&L”’), a non-associated electric utility company. 


In order that PP&L may take over said service to Bethlehem, 
it is proposed that Met Ed sell PP&L one 230K V transmis- 
sion line and appurtenances thereto and lease to PP&L por- 
tions of two 69KV transmission lines and appurtenances 
thereto. These lines are necessary for PP&L to provide elec- 
tric service to Bethlehem’s Steelton plant. It is further pro- 
posed that Met Ed sell to Bethlehem the 230K V Steelton 
substation (including supervisory equipment situated there- 
in) and a section of 69KV tie line running from the Steelton 
substation to Bethlehem’s substation. The consideration to 
be paid for all such lines and other property shall be the pro- 
perties’ original cost, less depreciation, computed at the 
settlement date of the sale. 


Upon termination of the lease of the portions of the two 
69KV transmission lines, Met-Ed will transfer to Bethlehem 
those portions of such lines as are located on Bethlehem’s 
property and will transfer to PP&L certain other portions of 
such lines. Met-Ed will dismantle and remove the portions 
of such 69K V lines not so transferred and will construct a 
tie-line connecting the remnants of the two transmission 
lines retained by Met-Ed. Bethlehem will reimburse Met-Ed 
for the original cost, less depreciation, computed at the 
termination date of the lease, of the portions of the two 
lines which had been so leased, the removal cost, less salvage, 
of the portions of the two lines which are to be dismantled, 
and the cost of construction of the new tie-line. 


The Pennsylvania Public Utility Commission has authorized 
the proposed sale of property to Bethlehem. It is stated that 
the Federal Power Commission has jurisdiction over the ac- 
quisition by PP&L of the property to be purchased from 
Met-Ed, and that no other state or federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said declaration has been given in 
the manner prescribed in Rule 23 promulgated under the 

Act (Holding Company Act Release No. 18430), and no hear- 
ing has been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are necessary; 
and that it is apprepriate in the public interest and in the in- 
terest of investors and consumers that said declaration, as 
amended, be permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
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amended, be, and it hereby is, permitted to become effective 
forthwith, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18488/July 12, 1974 


in the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New York, New York 


SYSTEM FUELS, INC. 
LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
MISSISSIPPI POWER & LIGHT COMPANY 
NEW ORLEANS PUBLIC SERVICE INC. 
(70-5415) 


ORDER APPROVING POST-EFFECTIVE AMENDMENT 
REGARDING PROPOSED SALE AND LEASEBACK OF 
OIL STORAGE FACILITIES 


System Fuels, Inc. (“SFI”), a jointly-owned non-utility sub- 
sidiary company of Arkansas Power *: Light Company, 
Louisiana Power & Light Company (“P&L”), Mississippi 
Power & Light Company and New Orleans Public Service, 
Inc., each an electric utility subsidiary company of Middle 
South Utilities, Inc. (“MSU”), a registered holding company, 
have jointly filed with this Commission third and fourth 
post-effective amendments to their previous amended appli- 
cation-declaration in this proceeding, pursuant to Sections 
12(b) and 12(f) of the Public Utility Holding Company Act 
of 1935 (“Act”), and Rule 45 promulgated thereunder, re- 
garding the following proposed transactions. 


By Order dated December 17, 1973 (HCAR No. 18221), the 
Commission, among other things, authorized LP&L ta sell 

to SFI certain oil storage facilities consisting of two oil stor- 
age tanks (380,000 bbl. and 50,000 bbl. capacity, respective- 
ly), related docking, unloading, auxiliary and control equip- 
ment located at LP&L’s Waterford Steam Electric Generating 
Station near Taft, Louisiana (“Equipment”), and to grant to 
SFI the necessary land rights for the operation and mainten- 
ance of the Equipment. It had been there indicated that, in 
lieu of direct purchase and ownership, SF! was studying the 
feasibility of leasing oi! storage and handling facilities. 


it is now proposed (i) that LP&L sell the Equipment and cer- 
tain land on which the Equipment is located (“Premises’’) to 
a non-affiliate and (ii) that SFI lease said properties under a 
long-term lease. To that end, it is proposed that LP&L, via a 
Conveyance, will sell, assign or convey the Equipment and 
Premises to Unilease No. 10, Inc. (herein referred to as ““Uni- 
lease” or ““Lessor”), a single-purpose subsidiary company of 
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Equilease Corporation which in turn is a wholly-owned sub- 
sidiary company of ELTRA Corporation. Simultaneously, 
Unilease will lease the Equipment and Premises (and lease 
or assign the related land rights) to SFl. During the term of 
the lease (““Lease’’), the Equipment will be operated by 
LP&L for SFI as heretofore authorized by said Order of 
December 17, 1973. 







Unilease was organized as a Delaware corporation in 1973. 
It will engage solely in the business of owning, financing and 
leasing the Equipment and Premises. Neither Unilease, Equi- 
lease Corporation nor ELTRA Corporation is affiliated with 
any company in the Middle South Utilities System (“Sys- 
tem”). 


The Conveyance and Financing 


LP&L’s book cost of the Equipment upon completion of 
construction thereof (expected to occur in July 1974) is 
estimated at $5,300,000, including interest during construc- 
tion; and its allocated book cost of the Premises is $13,200. 
Conveyance of the Equipment and Premises to Unilease 

will be effected at LP&L’s total book cost thereof; provided, 
however, that if said cost plus Unilease’s “transaction costs” 
(estimated at $160,000) exceed Unilease’s “Maximum Com- 
mitment,” stipulated as $5,267,606, SFI will pay the excess. 
Said “transaction costs” include counsel fees and expenses 
of Unilease and of the purchaser of Unilease’s Note (see be- 
low); a placement fee of % of 1% of the principal amount 
of said Note; and a commitment fee of % of 1% per annum 
on the principal amount of the Note. Under certain condi- 
tions set forth in the Conveyance, LP&L will have the option 
of repurchasing the property. The property will be conveyed 
free and clear of all liens, including that of LP&L’s Mort- 
gage dated April 1, 1944 and supplements thereto. 





Unilease will finance the foregoing acquisition (i) by the use 
of its own equity funds in the amount of approximately 29% 
of the cost of the Equipment and (ii) the balance by the is- 
suance and sale of a long-term Note to The Philadelphia Sav- 
ing Fund Society. Based upon a total cost equal to the Maxi- 
mum Commitment, such Note will be in the principal amount 
of $3,740,000. The Note will issue upon commencement of 
the Lease; will bear interest at 8.05% per annum; will mature 
on January 1, 1994, i.e., 19% years from date of issue, with | 
principal and interest payable in 39 equal consecutive semi- 
annual installments commencing six months after the start 
of the Lease; and will be non-callable except under certain 
circumstances including termination of the Lease. The Note 
will be secured by an assignment of the Lease and payments | 





thereunder, and by a mortgage (““Mortgage’’) on the Equip- 
ment and Premises. The Mortgage will be subject at all times 
to the Lease and the Conveyance. 


The Lease 


The Lease will be a net lease having an initial 20-year term 
wherein SFI will be responsible for, among other things, oper- 
ation, maintenance, risk of loss, insurance and certain speci- 
fied taxes. The Lease may terminate at any time during its 
initial term upon any Event of Loss, as defined in the Lease, 
which includes (a) actual or constructive total loss of the 
Equipment, (b) theft or destruction of the Equipment or 

{c) specified governmental actions or regulations of an ad- 
verse nature. Upon expiration of the initial term, (1) SFI may 
extend the Lease on a year-to-year basis at the then fair mar- 
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ket rental value of the Equipment and Premises, or (2) LP&L 
or SFI may purchase the Equipment at its then fair market 
sales value, and reacquire the Premises for the original cost 
thereof to Unilease. 


Rental payments by SFI under the Lease will be based on 
Lessor’s cost of the Equipment and Premises (not exceeding 
said Maximum Commitment of $5,267,606). The rentals will 
be payable semi-annually in equal amounts computed by 
multiplying the Equipment component of Lessor’s cost by a 
“rental rate’ of 4.1190%; said rental rate is understood by 
SFI as being equivalent to a simple interest cost of 5.74% 
per annum. In addition, the rental payments will include an 
interest cost of 8.05% per annum on the cost ($13,200) of 
the Premises. The semi-annual rental rate of 4.1190% is pre- 
dicated, among other things, on Lessor’s realization of cer- 
tain assumed tax benefits (““perquisites’’). In the event that 
any of such perquisites are not realized (other than by 
amendment of the Internal Revenue Code after commence- 
ment of the Lease) the rental rate will be adjusted according- 
ly; provided, that if SFI’s annual interest cost would thereby 
rise to a levei exceeding 7% per annum, either SFI or LP&L 
will have the right to terminate the Lease by repurchase of 
the Equipment and Premises upon payment of a then appli- 
cable termination price computed as provided in the Lease, 
and the Note will be repaid out of such termination price. 


Based on the terms of the Lease and the approximate cost of 
the leased facilities, SFl estimates that its annual rental pay- 
ments will amount to approximately $437,000. SFI states 
that rental payments under the Lease are such that SFi will 
not acquire any equity in the Equipment. Consequently, SFI 
will account for the Lease as a lease and proposes to charge 
the Lease payments to rental expense. 


In order to effectuate the proposed transactions MSU pro- 
poses to guarantee the performance by SFI of its obligations 
under the Lease without recourse to SFI first being required, 
and MSU will consent to the Lease assignment. 


No State commission or Federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. 


Due notice of the filing of said post-effective amendments 
to the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (Holding 
Company Act Release No. 18459), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the appli- 
cable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and that 
it is appropriate in the public interest and in the interest of 
investors and consumers that said application-declaration, as 
further amended by said post-effective amendments, be 
granted and permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as further amended by said post-effective amendments, 
be, and it hereby is, granted and permitted to become effec- 
tive forthwith, subject to the terms and conditions prescribed 
in Rule 24 promulgated under the Act, except that notifica- 
ae required under said rule may be filed on a quarterly 

sis. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18489/July 9, 1974 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 

New York, New York 10020 

(70-5516) 


NOTICE OF PROPOSED AMENDMENTS TO CERTIFI- 
CATE OF INCORPORATION TO AUTHORIZE PRE- 
FERRED STOCK; SOLICITATION OF PROXIES 


NOTICE IS HEREBY GIVEN that Consolidated Natural 
Gas Company (“Consolidated’’), a registered holding com- 
pany, has filed a declaration and an amendment thereto pur- 
suant to Sections 6(a), 7 and 12(e) of the Act and Rules 62 
and 65 promulgated thereunder as applicable to the jollow- 
ing proposed transactions. All interested persons are referred 
to the declaration, which is summarized below, for a com- 
plete statement of the proposed transactions. 


Consolidated’s Certificate of Incorporation (““Certificate’’) 
presently authorizes 22,000,000 shares of capital (common) 
stock, par value $8 per share, of which 18,919,362 shares 
are issued and outstanding. Consolidated now proposes to 
amend its Certificate to additionally authorize 2,500,000 
shares of preferred stock, par value $100 per share. 


All external financing for the Consolidated System is effect- 
ed at the parent company level through the issue and sale 

of securities of Consolidated; and the latter, in turn, supplies 
the capital requirements of its subsidiary companies. Such 
financing has traditionally been in the form of unsecured 
debt (debentures and bank loans) and common stock. It is 
stated that the System’s capital requirements, including the 
financing of its programs for new gas supplies, will expand 
substantially over the forseeable future, and that capital ex- 
penditures for the period 1974 through 1976 are estimated 
at $650 million as compared with actual expenditures of 
$350 million in the prior 3-year period. To facilitate its ex- 
panding financing requirements, Consolidated now consid- 
ers that the use of preferred stock is desirable as an addition- 
al financing medium, and states that the use of that medium 
will (1) augment its equity capital, thereby facilitating addi- 
tional long-term debt financing; (2) alleviate the pressure of 
prerequisite interest coverage governing the incurrence of 
long term debt, thereby maintaining the investment quality 
of its debt securities; and (3) afford the System greater fi- 
nancing flexibility under shifting conditions of the securities 
markets. 


Except for a small amount of long term debt directly incur- 
red in the past by certain of the subsidiaries in connection 
with various acquisitions or purchases of natural gas proper- 
ties, the consolidated capitalization of the System consists 


SEC DOCKET/569 





solely of Consolidated’s securities, as shown below as of 
March 31, 1974. 











Thousands Percent 
Long term debt* 
Parent company: 
Debentures $ 595,283 46.2 
Term Bank Loan 
(construction) 18,000 1.4 
Subsidiary companies: 3,284 0.3 
616,567 47.9 
Common stock equity 671,370 52.1 
Total Cap. & Surplus $1,287,937 100.0 








*Includes current maturities. 


Consolidated’s debentures are outstanding in series maturing 
variously between 1976 and 1999. Among other things, the 
indentures underlying the outstanding debentures (1) limit 
the incurrence of long-term debt (maturing in over one year) 
to 50% of net tangible assets until March 1, 1987, and to 
60% thereafter; (2) impose substantial cash sinking funds 
for retirement of debentures; and (3) require as a prerequi- 
site to the issuance of additional debentures that intérest on 
all long-term debt (including the additional debentures) be 
covered at least 2.5 times. The term bank loan is the balance 
of a $60 million 7-year construction loan authorized by the 
Commission on June 12, 1968 (Holding Company Act Re- 
lease No. 16090). It is stated that said loan, the final install- 
ment of which is payable on June 5, 1975, had been effected 
in lieu of debenture financing. 


The proposed Certificate amendment to authorize the issu- 
ance of preferred stock is designed to permit adequate scope 
for future financing through that medium. Any actual issu- 
ance and sale of preferred stock would be subject to Com- 
mission approval under the applicable provisions of the Act. 


Consolidated further proposes to amend its Certificate so as 
to afford protective provisions for the newly-authorized pre- 
ferred stock in substantial conformity with the standards 
prescribed by the Commission’s Statement of Policy for Pre- 
ferred Stock promulgated under the Act (Holding Company 
Act Release No. 13106, February 16, 1956). Except for one 
necessary deviation, the proposed Certificate amendments 
will conform with the standards set forth in said Statement 
of Policy. The deviation, which conerns limitations on the 
incurrence of unsecured debt, is considered necessary in 
light of the fact, heretofore noted, that the Consolidated 
System’s debt financing is composed entirely of unsecured 
debt. Accordingly, the proposed provision limiting unsecur- 
ed indebtedness will contain the standard restriction, name- 
ly, that without the consent of the holders of a majority of 
outstanding preferred stock, Consolidated will not incur un- 
secured indebtedness if immediately thereafter (i) consoli- 
dated unsecured debt would exceed 20% of the sum of ex- 
isting consolidated secured debt, capital stock, premiums 
thereon, and surplus, or (ii) unsecured debt with a maturity 
of less than 10 years would exceed 10% of such sum; pro- 
vided, however, that the term “unsecured debt” shall not be 
deemed to include (a) all debentures presently outstanding 
or hereafter issued, (b) all self-liquidating loans maturing in 
not more than 12 months for inventory gas specifically ap- 
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proved from time to time under the Act, and (c) loans not 
exceeding $100,000,000 having maturities of not less than 
seven years; and further provided, that the term “secured 
debt” shall be deemed to include the debentures and loans 
referred to in (a) and (c) above, and any other debt which 
is, by its terms, secured debt. 


With respect to the category (up to $100 million) provided 
for in (c) above, it is stated that this provision is designed 
to afford borrowing flexibility in lieu of financing through 
the sale of Consolidated’s usual 25-year debentures; and that 
the proposed $100 million, which is stated to be analogous 
to the above-mentioned $60 million term bank loan auth- 
orized by the Commission in 1968, bears approximately the 
same ratio (about 17%) to the principal amount of Consoli- 
dated’s presently outstanding debentures as that earlier 
term bank loan bore to the debentures outstanding at the 
end of 1967. Any actual incurrence of debt under that pro- 
vision will duly be the subject of future filings with the 
Commission under the applicable provisions of the Act. 


The proposed amendment’s to Consolidated’s Certificate 
will require the approval of the holders of a majority of Con- 
solidated’s outstanding common stock, and Consolidated 
proposes to seek such approval through the solicitation of 
proxies to be voted at a special meeting of stockholders to 
be held on or about September 18, 1974. Copies of the soli- 
citation material will be filed by amendment and will be re- 
viewed by the Commission. 


Fees, expenses and commissions incurred or to be incurred 
in connection with the proposed transactions are estimated 
at $79,000. It is stated that no State or Federal Commission, 
other than this Commission, has jurisdiction over the pro- 
posed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 2, 1974, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said declaration which he desires to contro- 
vert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy if such re- 
quest should be served personally or by mail (air mail if the 
person being served is located more than 500 miles from 
the point of mailing) upon the declarant at the above-stated 
address, and proof of service (by affidavit or, in case of an 
attorney-at-law, by certificate) should be filed with the re- 
quest. At any time after said date, the declaration, as amend- 
ed or as it may be further amended, may be permitted to 
become effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the Commis- 
sion may grant exemption from its rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 














on- 


end- 


Rules 
mis- 
Rules 

















PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18490/July 11, 1974 


See Securities Act Release No. 5513/July 11, 1974. 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18491/July 9, 1974 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 
(70-5499) 


ORDER AUTHORIZING ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AND PREFERRED STOCK AT 
COMPETITIVE BIDDING AND DENYING REQUEST 
FOR A HEARING 


Georgia Power Company (“‘Georgia’’), an electric utility sub- 
sidiary of The Southern Company (“Southern”), has filed 

an application and amendments thereto pursuant to Section 
6(b) of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 50 promulgated thereunder, requesting 
authority to issue and sell, at competitive bidding, up to 
$130,000,000 principal amount of its first mortgage bonds 
(“Bonds”) and $60,000,000 of its no-par value preferred 
stock (“Preferred Stock”’). 


A notice of filing of the pending application was issued on 
May 17, 1974. On June 24, 1974, the Georgia Power Pro- 
ject (““Project’’), an unincorporated association of certain 

consumers of Georgia, objected to the application and re- 

quested, among other things, that the Commission set the 
matter down for hearing. Georgia has filed a response, op- 
posing the request. 


The proposed Bonds will bear a single maturity date within 
the range of 5 to 30 years, such maturity date to be deter- 
mined not less than 72 hours prior to the opening of bids. 
The interest rate thereof and the price to Georgia (which 
will be not less than 99% nor more than 102-3/4% of the 
principal amount thereof) is to be determined by the com- 
petitive bidding. The Bonds will be issued under an Inden- 
ture, dated as of March 1, 1941, between Georgia and Chem- 
ical Bank, as Trustee, as heretofore supplemented and as to 
be further supplemented by a Supplemental Indenture to 
be dated as of July 1, 1974, which includes a prohibition 
until July 1, 1979, against refunding the Bonds with or in 
anticipation of the proceeds from borrowings at a lower 
effective interest cost. 


Georgia’s Indenture as heretofore amended provides that in 
the computation of the ‘“‘two times interest’ coverage test 
for the issuance of additional bonds, the amount of the com- 
pany’s non-operating income included shall not exceed 15% 
of twice the annual interest requirement on the company’s 
bonds including the additional bonds to be issued. This pro- 
vision differs from the analogous provision of the Commis- 
sion’s Statement of Policy in respect of first mortgage 

bonds (“Policy Statement”) adopted February 16, 1956 





(HCAR No. 13105), which restricts the inclusion of non- 
Operating income to an amount not exceeding 10% of oper- 
ating income. In recent years the Indenture provision has 
resulted in higher computed interest coverages than would 
have resulted from the provision prescribed by the Policy 
Statement. 


As a first step towards conforming the Indenture provision 
with that of the Policy Statement, the Supplemental Inden- 
ture to be dated as of July 1, 1974, will amend the Inden- 
ture covenant so as to provide that, effective with and appli- 
cable to the first series of bonds to be issued after Decem- 
ber 31, 1974, the amount of includable non-operating in- 
come shall not exceed the sum of (a) 10% of operating in- 
come and (b) 80% of the amount by which non-operating 
income includable under the present Indenture provision 
exceeds the amount computed under (a). It is contemplated 
that the percentage stated in (b) will be gradually reduced 
in Georgia’s future supplemental indentures until the Inden- 
ture provision conforms in substance with the analogous pro- 
vision of the Policy Statement. 


The divident rate of the Preferred Stock and the price to be 
paid to Georgia (which shall be not less than $100 nor more 
than $102.75 per share) will be determined by competitive 
bidding. The terms of the Preferred Stock include a provi- 
sion that none of the Preferred Stock may be redeemed 
prior to July 1, 1979, from the proceeds of borrowings or 
from the proveeds of any sale of stock ranking prior to or 
on a parity with the Preferred Stock as to dividends or as- 
sets, if such borrowed funds or such shares have an effective 
interest or dividend cost to Georgia of less than the effective 
dividend cost to Georgia of the Preferred Stock. 


Georgia will apply the proceeds from the sale of the Bonds 
and Preferred Stock (together with cash contributions to 
capital of $120,000,000 by Southern during 1974, 1/ pro- 
ceeds from the sale in January, 1974 of $150,000,000 prin- 
cipal amount of first mortgage bonds, 2/ funds to be pro- 
vided by the Development Authority of Bartow County for 
construction of pollution control facilities, proceeds from 
an additional $130,000,000 principal amount of first mort- 
gage bonds presently planned to be issued late in 1974, and 
any excess cash on hand) to finance in part its 1974 con- 
struction program, pay short-term obligations incurred for 
construction purposes and for other lawful purposes. The 
expected sale of $130,000,000 additional principal amount 
of first mortgage bonds later this year will be the subject of 
a future filing with this Commission. Georgia estimates that, 
except for short-term borrowings, it will not be necessary 
to sell any additional securities in 1974. 


Georgia has heretofore filed an application (File 70-5463) 
for authority to issue and sell, through March 31, 1975, 
short-term notes to banks and to a dealer in commercial 
paper, up to $250,000,000 at any one time outstanding, as 
interim financing of its construction requirements. By order 
of the Commission dated March 28, 1974 (HCAR No. 
18352), a public hearing was held on said application in 
which Project participated. The record has been closed but 
our decision has not yet been rendered. We have granted 
Georgia interim relief, by authorizing it, until July 31, 1974, 
to proceed with its short-term borrowings. 3/ 


Project objects to the pending application, contending that 
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(i) Georgia's projected sales of bonds in 1974 should be re- 
duced by $30 million because of an equal amount of “‘addi- 
tional” capital to be derived from the sale of pollution con- 
trol revenue bonds; (ii) that the proposed bond issue of $130 
million in July 1974 should be increased to $150 million so 
as to reduce Georgia's “high level of short-term debt”; (iii) 
that a “material variance” exists between the company’s 
construction expenditures as estimated in February 1974 
and April 1974, respectively; and (iv) that Georgia’s costs 

of financing nuclear fuel have increased by $1.7 million be- 
tween February and April 1974 because the financing de- 
pends upon the prime rate under an agreement which Pro- 
ject states ““amounts to a ‘security’ which has never been sub- 
mitted to the Commission for approval.”” Project demands 
that Georgia be prohibited from reducing its construction 
effort unless it demonstrates a change in circumstances from 
its last presentation to the Commission. It requests a hear- 
ing on the foregoing issues. 


Several of Project’s contentions seek to transfer the manage- 
ment of various aspects of Georgia’s business from its Board 
of Directors to a series of administrative proceedings before 
us. The amount and timing of particular security sales de- 
pend upon such factors as the coverage requirements of 
Georgia’s Indenture and corporate charter, upon current and 
changing market conditions and upon other elements of 
managerial judgement. Such decisions cannot effectively be 
made through quasi-judicial procedures. 


We have just completed a hearing on Georgia’s last financing 
application (File No. 70-5463) and have under consideration 
conditions proposed by Project together with conditions pro- 
posed by our Division of Corporate Regulation. This hearing 
included an examination of Georgia’s financial condition and 
requirements in the context of its entire 1974 construction 
and financing program. Project’s objections here are directed 
to the same subjects. Completion of Georgia’s 1974 finan- 
cing will require additional proceedings before us in the near 
future. 


Upon the record developed, Georgia’s proposed financing, 
which has been authorized by the Georgia Public Service 
Commission, is an appropriate means for meeting, in part, 
Georgia’s financial needs for 1974. 


We have considered Project’s contentions that changes in 
Georgia's construction program from that presented in the 
recent hearing require fuller justification; that Georgia may 
be departing from the representation made in its January 
1974 application that the scheduled bond financing for the 
year would be reduced by the amount of pollution control 
bond financing not then budgeted; and that the banking 
arrangement employed by Georgia to finance certain nuclear 
fuel during the period of fabrication may be inconsistent 
with the Act. Resolution of these questions is not a necessary 
prerequisite to our determination as to Georgia’s proposed 
sale of the Bonds and Preferred Stock which are the subject 
of the present proceeding. Even were Project sustained in all 
of its contentions, neither Georgia’s immediate need for the 
funds nor the form of the financing, nor the terms of the se- 
curities nor the terms of their sale would be affected. We do 
not mean to say, however, that issues raised by Project, to 
the extent they have substance, are not entitled to consider- 
ation in an appropriate context. We accordingly find that 
Project’s objections are not pertinent to this proceeding. 
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The fees and expenses to be incurred in connection with 
the proposed transaction total $174,380 for the Bonds 
and $59,060 for the Preferred Stock. Legal fees of approxi- 
mately $20,000 will be paid by the successful bidders. The 
Georgia Public Service Commission has authorized the pro- 
posed issuance and sale of the Bonds and Preferred Stock 
by Georgia. No other State or Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said application as amended has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 18420). 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said applica- 
tion, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that the application, as 
amended, be, and it hereby is, granted forthwith, subject 
to the terms and conditions prescribed in Rule 24 promul- 
gated under the Act; and 


IT iS FURTHER ORDERED that the request for a hearing 
be, and it hereby is, denied. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ HCAR No. 17824, December 26, 1972 and HCAR No. 
18340, March 27, 1974. 


2/ HCAR No. 18271, January 30, 1974. 


3/ HCAR No. 18352, March 28, 1974 and HCAR No. 
18439, June 4, 1974. 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18492/July 11, 1974 


In the Matter of 


THE NARRAGANSETT ELECTRIC COMPANY 
Providence, Rhode Island 02901 
(70-5511) 


ORDER AUTHORIZING ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


The Narragansett Electric Company (‘Narragansett’), an 
electric utility subsidiary company of New England Elec- 
tric System (“NEES”), a registered holding company, has 
filed an application-declaration and amendments thereto 
with this Commission pursuant to Sections 6(b), 9(a), 10, 
and 12 of the Public Utility Holding Company Act of 1935 








(" 











(“Act”), and Rules 42 and 50 promulgated thereunder re- 
garding the following proposed transactions. 


Narragansett proposes to issue and sell $25,000,000 aggre- 
gate principal amount of its First Mortgage Bonds, Series K, 

%, to mature not more than 3U years from August 1, 
1974. Such bonds will be sold pursuant to ihe competitive 
bidding requirements of Rule 50 and the interest rate (which 
shall be a multipie of 1/8 of 1%) and the price exclusive of 
accrued interest (which shall be not less than 100% nor more 
than 102.75% of the principal amount) will be determined 
by the competitive bidding. The bonds will be issued under 
the First Mortgage Indenture and Deed of Trust dated as of 
September 1, 1944, between Narragansett and Rhode Island 
Hospital Trust National Bank, Trustee, as heretofore supple- 
mented and amended and as to be further supplemented by 
a Tenth Supplemental Indenture to be dated as of August 1, 
1974. Narragansett shall notify prospective bidders no later 
than the second full business day prior to the time desig- 
nated for the submission of bids of (i) the maturity date of 
the bonds and (ii) whether or not the bonds shall be re- 
deemable during the first five years of their term in connec- 
tion with a refunding of the bonds at a lesser effective inter- 
est cost to Narragansett. 


The proceeds from the sale of the bonds will be applied first 
to the payment of $21,925,000 Series A Bonds maturing 
September 1, 1974, and second to the payment of outstand- 
ing short term notes payable which were issued to pay for 
capitalizable expenditures or to reimburse the treasury 
therefor. 


The application-declaration, as amended, states that the De- 
partment of Business Regulation of Rhode Island has auth- 
orized the issue and sale of the bonds, and that no other 
state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. The fees and expenses of counsel for the underwriters 
are to be paid by the successful bidders and are estimated at 
$12,800. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (Holding Company Act Release No. 18446), 


and no hearing has been requested of or ordered by the Com- 


mission. Upon the basis of the facts in the record, it is here- 
by found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public inter- 
est and in the interest of investors and consumers that said 
application-declaration, as amended, be granted and per- 
mitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rules 24 and 50 promulgated un- 
der the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 













PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18493/July 10, 1974 


In the Matter of 


THE SOUTHERN COMPANY 
Perimeter Center East 

P. O. Box 720071 

Atlanta, Georgia 30346 
(70-5523) 


NOTICE OF PROPOSED EXEMPTION FROM COMPETI- 
TIVE BIDDING REQUIREMENTS REGARDING ISSUE 
AND SALE OF COMMON STOCK 


NOTICE is hereby given that The Southern Company 
(“Southern”), a registered holding company, has filed an 
application-declaration pursuant to the Public Utility 
Holding Company Act of 1935 (“‘Act’’), designating Sec- 
tions 6(a) and 7 of the Act and Rules 50 and 100 promul- 
gated thereunder as applicable to the following proposed 
transactions. All interested persons are referred to the 
application-declaration, which is summarized below, for 

a complete statement of the proposed transactions. 


Southern proposes to issue and sell, by a direct negotiated 
sale to underwriters for public offering, additional shares 
of its authorized but unissued common stock, par value $5 
per share (“Common Stock”). The timing of the issue and 
the exact number of shares of Common Stock will be fixed 
in the light of market conditions at that time. Southern 
estimates the issue and sale of the Common Stock will re- 
sult in aggregate cash proceeds to it of not more than $175,- 
000,000. Southern requests exemption from the competi- 
tive bidding requirements of Rule 50 under the Act for the 
issuance and sale of such Common Stock to permit it to 
select, without preliminary competitive negotiations, one 
or more investment banking firms to form a syndicate 
which will act as underwriters for the Common Stock and 
with which Southern will negotiate the terms on which it 
will sell the Common Stock to such underwriters. 


Pursuant to orders of the Commission in File Nos. 70-5261 
and 70-5471 (Holding Company Act Release Nos. 17824, 
17915 and 18340) Southern is authorized to make, from 
the time to time during 1974, equity investments in the 
form of capital contributions to its operating subsidiaries, 
up to an aggregate amount of $249,000,000. Of such 
amount, $79,500,000 had been so invested at May 31, 1974 
with funds derived from internal sources and short-term 
borrowing aggregating approximately $59,000,000. South- 
ern estimates that at the time of sale of the Common Stock, 
short-term notes payable will aggregate $155,000,000. 
Southern proposes to utilize the proceeds from the sale of 
the Common Stock to repay, in part, such notes and to make 
further equity investments. 


Southern states that it has solicited the views of twelve lead- 
ing investment banking institutions on the problems the 
company may expect to face in marketing its proposed Com- 
mon Stock issue. Four of these firms have submitted a re- 
port presenting the following factors which, it states, com- 
pels Southern to seek an exemption from the competitive 
bidding requirements of Rule 50. These factors are stated 
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to be not only applicable to Southern but to the capital- 
raising problems of the electric utility industry in general. 
It is stated that: 


First, that the rapid increase in demand for additional capi- 
tal by the utility industry in general, and the increase in the 
demand for equity capital in particular, together with a cor- 
responding reduction in the supply of available funds, has 
created a situation where it is extremely difficult for utili- 
ties to raise sufficient equity capital to meet their needs; 
and that the market for new utility issues has been poor in 
recent weeks, with some utilities finding it impossible to 
complete contemplated sales of new issues. 


Second, that, in view of the current market situation, it may 
not be possible for Southern to raise the necessary equity 
capital through the sale of the Common Stock without a 
coordinated effort on the part of the entire securities in- 
dustry; that such a coordinated effort is not possible under 
the competitive bidding requirements which automatically 
split the securities industry into two or more segments; that 
the recent increase in short-term volatility of the securities 
market has made it extremely difficult to raise equity capi- 
tal through the competitive bidding method, since that 
method does not allow the flexibility available with a nego- 
tiated transactions; and that negotiated transaction would 
give Southern the ability to adjust its time schedule for 

sale of the proposed Common Stock to meet rapidly 
changing market conditions. 


In addition to the foregoing, Southern states that it has re- 
quired increasingly large amounts of equity capital in 
recent years, the proposed Common Stock issue to be the 
largest electric utility stock issue of this year. During the 
five year period 1966-1970, Southern issued common stock 
in the aggregate amount of $200 million, as contrasted 

with an aggregate amount of $467 million during the follow- 
ing 3-year period. Southern estimates that it will require 

at least $700 million of common stock financing during 

the period 1974-1976, including the proposed sale of the 
Common Stock. Furthermore, Southern also states that the 
past and prospective volume of common stock financing 
has imposed heavy pressure on the market for Southern 
stock, the price of which has been in a generally declining 
treand for the past several years. 


A statement of the fees and expenses to be incurred in con- 
nection with the proposed transactions will be supplied by 
amendment. It is stated that no State or Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transaction. 


NOTICE IS FURTHER GIVEN that anv interested person 
may, not later than August 5, 1974, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration which he 
desires to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cant-declarant at the above-stated address, and proof of 
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service (by affidavit or, in case of an attorney at law, by cer- 
tificate) should be filed with the request. At any time after 
said date, the application-declaration, as filed or as it may 
be amended, may be granted and permitted to become ef- 
fective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or advice 
as to whether a hearing is ordered will receive any notices 
and orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 





For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18494/July 11, 1974 


In the Matter of 





THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 
(70-5509) 


ORDER GRANTING EXCEPTION FROM COMPETITIVE 
BIDDING FOR ISSUANCE AND SALE OF PREFERRED 
STOCK 


The Columbia Gas System, Inc. (“Columbia”), a registered 
holding company, has filed an amendment to its applica- 
tion-declaration in this proceeding pursuant to Sections 6 
and 7 of the Public Utility Holding Company Act of 

1935 (“Act’’) and Rule 50 promulgated thereunder regard- 
ing the following proposed transaction. 





By Order dated June 26, 1974 in this proceeding (Holding | 
Company Act Release No. 18469), Columbia was authorized | 
to issue and sell, pursuant to the competitive bidding re- 
quirements of Rule 50, 1,000,000 shares of % Cum- | 
ulative Preferred Stock, Series A, with a par value of $50 

per share (“Preferred Stock”). In said amendment, Colum- 
bia states that on the bidding date, July 8, 1974, it re- | 
ceived one bid for 200,000 shares of the Preferred Stock, at 
a price to Columbia of $50 per share with a divident rate 
of 12.48%; and that since the invitation for bids had speci- 
fied that bids “must be for the purchase of all of the Pre- 
ferred Stock” Columbia concluded, and announced, that 

it had received no valid bids for the Preferred Stock. 


Columbia now requests that it be granted an exception 
from the competitive bidding requirements of Rule 50, 
pursuant to paragraph (a)(5) thereof, permitting it to nego- 
tiate with an underwriting group or groups looking to a 
sale of the Preferred Stock as soon as practicable so as to 
obtain part of the capital funds needed for the System’s 
1974 construction program. Columbia believes that, in 
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the current unsettled state of the securities markets, several 
advantages could accrue to the company from a negotiation 
mechanism; namely, that it would enlarge the underwriting 
strength of a. chosen underwriting group, and that the group 
can advise as to what terms and conditions for the Preferred 
Stock would make it acceptable to investors. Columbia fur- 
ther states it has been advised that it is possible that the cost 
of such an underwriting would be less than through compe- 
titive bidding. 


No state or Federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. 


On the basis of the facts in the record, it is hereby found 


that, subject to the reservation of jurisdiction ordered below, 


the applicable standards of the Act and the rules thereunder 
are satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the inter- 
est of investors and consumers that said application-declara- 
tion, amended as above stated, be granted and permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be granted and permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


IT iS FURTHER ORDERED, that jurisdiction be, and the 
same hereby is, reserved to pass upon the terms and con- 
ditions of the Preferred Stock together with the dividend 
rate, the price to Columbia and related factors. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8411/July 8, 1974 


In the Matter of 


AMERICAN LEADERS FUND, INC. 
PRESIDENTIAL EXCHANGE FUND, INC., 

SECOND PRESIDENTIAL EXCHANGE FUND, INC. 
and 

FIFTH PRESIDENTIAL EXCHANGE FUND, INC. 
421 Seventh Avenue 


Pittsburgh, Pennsylvania 15219 
(812-3616) 









ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTIONS FROM 
SECTION 17(a) OF THE ACT 


On June 7, 1974, a notice was issued (Investment Company 
Act Release No. 8381) of the filing of an application by 
American Leaders Fund, Inc. (“American Leaders’), Presi- 
dential Exchange Fund, Inc. (“Presidential”), Second 
Presidential Exchange Fund, Inc. (‘Second Presidential’’) 
and Fifth Presidential Exchange Fund, Inc. (‘Fifth Presi- 
dential”) (collectively ‘“Applicants’”’), open-end diversi- 

fied management investment companies registered under 
the Investment Company Act of 1940 (“Act”’), for an 
order pursuant to Section 17(b) of the Act exempting from 
the provisions of Section 17(a) of the Act the merger of 
Presidential, Second Presidential and Fifth Presidential into 
American Leaders. The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application would be issued as of course 
unless a hearing should be ordered. No request for a hear- 
ing has been filed and the Commission has not ordered a 
hearing. 


The matter having been considered; it is found, on the 
basis of the information stated in the application, that the 
terms of the proposed merger are reasonable and fair and 
do not involve overreaching on the part of any person con- 
cerned, that the proposed merger is consistent with the 
policies of Applicants and that the proposed merger is con- 
sistent with the general purposes of the Act. According- 
ly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed merger of Applicants be, and is hereby, 
exempted from the provisions of Section 17(a) of the Act, 
effective forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8412/July 3, 1974 


In the Matter of 

NEW YORK HEDGE FUND, INC. 
116 John Street 

New York, New York 10038 
(812-3416) 


ORDER PURSUANT TO SECTION 22(e)(3) OF THE 
ACT 


On May 30, 1974, a notice was issued (Investment Com- 
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pany Act Release No. 8366), of an application pursuant to 
Section 22(e)(3) of the Investment Company Act of 1940 
(“Act’’) filed on March 8, 1973, and then amended from 
time to time thereafter, by New York Hedge Fund, Inc. 
(“Applicant”), a non-diversified, open-end managevient in- 
vestment company registered under the Act, for an order 
of the Commission permitting the Applicant, in connection 
with its portfolio holdings of the shares of Beneficial Lab- 
oratories, Inc. (“Beneficial’’) and its short position in the 
shares of Pelorex Corporation (“Pelorex”’), in the securities 
of which companies trading had been suspended on March 
5, 1973, and January 16, 1973 respectively, and resumed 
on October 31, 1973, and September 4, 1973, respectively, 
to postpone from March 5, 1973, until October 31, 1973, 
full payment for shares of Applicant tendered for redemp- 
tion to the extent of the pro-rata interest of such shares in 
Applicant's holdings of shares of Beneficial, which interest 
had been set aside for the benefit of the owners of such 
shares, and to also postpone from June 27, 1973, when 
Applicant ceased to value its position in Pelorex, until 
September 4, 1973, when trading in Pelorex resumed, full 
payment for shares of Applicant tendered for redemption 
to the extent of the pro-rata interest of such shares in Ap- 
plicant’s short position in Pelorex, which interest had been 
set aside for the benefit of the owners of such shares. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commission 
has not ordered a hearing. The Commission has considered 
the matter and has found that the requested order is for 
the protection of security holders of the Applicant. Ac- 
cordingly, 


IT IS ORDERED, pursuant to Section 23(e)(3) of the Act 


that the Applicant be, and is hereby, permitted to have post- 


poned full payment upon tender of its shares for redemp- 
tion (1) from March 5, 1973, until October 31, 1973, to 
the extent of the interest of such shares in Applicant's 
holdings of shares of Beneficial and (2) from June 27, 1973, 
until September 4, 1973, to the extent of the pro-rate in- 
terest of such shares in Applicant’s short position in 
Pelorex. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8413/July 3, 1974 


In the Matter of 
VANGUARD FUND, INC. 
116 John Street 

New York, New York 10038 
(812-3428) 
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ORDER PURSUANT TO SECTION 22(e)(3) OF THE 
ACT 






On May 30, 1974, a notice was issued (Investment Company 
Act Release No. 8365) of an application pursuant to Section 
22(e)(3) of the Investment Company Act of 1940 (“Act”), 
first filed on March 27, 1973, and then amended from time 
to time thereafter, by Vanguard Fund, Inc. (““Applicant’’), 

a diversified, open-end management investment company 
registered under the Act, for an order of the Commission | 
permitting the Applicant, in connection with its portfolio 
hoidings of the shares of Beneficial Laboratories, Inc. 
(‘Beneficial’), in whose securities over-the-counter trading 
had been suspended on March 5, 1973, to postpone, from 

that date, until October 31, 1973, when trading resumed, 

full payment for shares of Applicant tendered for redemp- 

tion to the extent of the pro-rata interest of such shares in 
Applicant's holdings of shares of Beneficial, which interest 

had been set aside for the benefit of the owners of such 

shares. 










The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The Commission has considered the matter and has found 
that the requested order is for the protection of security 
holders of the Applicant. Accordingly, 


IT IS ORDERED, pursuant to Section 23(e)(3) of the Act, 
that the Applicant be, and is hereby, permitted to have 
postponed full payment upon tender of its shares for re- 
demption to the extent of the interest of such shares in 
Applicant’s holdings of shares of Beneficial, such interest 
having been set aside for the benefit of the persons tender- 
ing such shares, from March 5, 1973, when over-the-coun- 
ter trading in the shares of Beneficial was suspended, until 
October 31, 1973, when such trading resumed. 





By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 | 
Release No. 8414/July 8, 1974 


in the Matter of 


VENTURE ADVISERS, INC. 
One Wall Street 

New York, New York 10004 
(812-3661) 









NOTICE OF FILING OF APPLICATION PURSUANT TO 









ny 
ion 














SECTION 9(c) FOR EXEMPTION FROM THE PROVI- 
SIONS OF SECTION 9(a) OF THE INVESTMENT COM- 
PANY ACT OF 1940 AND ORDER PURSUANT TO 
SECTION 9(c) GRANTING A TEMPORARY EXEMP- 
TION FROM SECTION 9(a) OF THE ACT PENDING 
FINAL DETERMINATION OF THE APPLICATION 


NOTICE IS HEREBY GIVEN that Venture Advisers, Inc. 
(the ‘“‘“Applicant’’) has filed an application for an order of 
the Securities and Exchange Commission (the ‘““Commis- 
sion”) pursuant to Section 9(c) of the Act for an order 
exempting the Applicant and any company of which it is 
or in the future may become an affiliated person, from 
the provisions of Section 9(a) of the Act, and for an order 
of temporary exemption from Section 9(a) pending the 
Commission’s determination of the Application. All inter- 
ested persons are referred to the application on file with 
the Commission for a statement of the representations made 
therein, which are summarized below. 


Applicant states that it is registered as an investment ad- 
viser under the Investment Advisers Act of 1940 and is the 
investment adviser to New York Venture Fund, Inc. (the 
“Fund”’), an open-end diversified management investment 
company registered under the Act. 


On March 7, 1974, the Commission filed a complaint (the 
“Complaint’’) in the United States District Court for the 
Southern District of New York against Avis, Inc., the Appli- 
cant and another defendant alleging certain violations of 
Section 10(b) of the Securities Exchange Act of 1934 

(the “1934 Act’) and Rule 10b-5 promulgated thereunder 
in connection with certain sales of the common stock of 
Avis, Inc. by the Fund. On July 2, 1974 pursuant to con- 
sent of the Applicant, the Court entered a permanent in- 
junction enjoining the Applicant, its officers, agents, ser- 
vants and employees from, by use of the means or instru- 
mentalities of interstate commerce or of the mails, recom- 
mending or causing or effecting the purchase or sale of any 
securities issued by Avis, Inc. in violation of Section 10(b) 
of the 1934 Act and Rule 10b-5 promulgated thereunder, 
without trial or adjudication of any issue of fact or law 
raised by the Complaint and without admission or denial 
of any of the allegations therein. 


Section 9(a)(2) of the Act, as here pertinent, makes it un- 
lawful for any person who, by reason of any misconduct, 

is permanently or temporarily enjoined by order, judgment 
or decree of any court of competent jurisdiction from 
engaging in or continuing any conduct or practice in con- 
nection with the purchase or sale of any security, to serve 
or act in the capacity of investment adviser or depositor 

of any registered investment company, or principal under- 
writer for any registered open-end company, registered 

unit investment trust, or registered fee-amount certificate 
company. Section 9(a)(3) makes it unlawful for a company, 
any affiliated person of which is ineligible by reason of 
Section 9(a)(2), to serve in the enumerated capacities. 


Section 9(c) provides that upon application the Commission 
by order shall grant an exemption from the provisions of 
Section 9(a) either unconditionally or on an appropriate 
temporary or on a conditional basis, if it is established that 
the prohibitions of Section 9(a) as applied to the applicant 


are unduly or disproportionately severe or if the conduct 
of such person has been such as not to make it against the 
public interest or protection of investors to grant such 
application. 


The Applicant submits that the prohibitions of Section 

9(a) of the Act, to the extent applicable by virtue of the 
entry of the injunction as indicated above, would be unduly 
and disproportionately severe as applied to it and as to 
companies of which it is or may in the future become an 
affiliated person, and that Applicant’s conduct has not 
been such as to make it against the public interest or the 
protection of investors for the Commission to grant this 
Application. 


In support thereof, the Applicant states: 


(1) The prohibitions of Section 9(a) would deprive the 
Fund and its shareholders of the services of its investment 
adviser. Such prohibitions would also deprive the Fund of 
the services of its principal underwriter (the ‘““Underwriter’’) 
since the Underwriter is an affiliated person of the Appli- 
cant as the owner of 51% of the outstanding common 
stock of Applicant; such prohibitions would also deprive 
the other investment companies of which the Underwriter 
acts as investment adviser and principal underwriter of its 
services as such, without the Underwriter being named in 
the Complaint or participating in any way in the alleged 
violations set forth in the Complaint. 


{2) The activities of the Applicant with regard to the sale 
of the common stock of Avis, Inc. were for the benefit of 
the Fund and not for the direct pecuniary benefit of the 
Applicant, and there was no intent to violate any law. 


(3) The Applicant has distributed to its personnel involved 
with trading and investment recommendations a formal 
written statement of policy with respect to material, inside 
information and will abide by such policy. 


(4) The Applicant has made a settlement with the pur- 
chaser of 7,000 shares of Avis, Inc. common stock from 
the Fund on terms satisfactory to such purchaser, the 
Applicant and the Fund. 


(5) The Applicant has never before been required to apply 
for an exemption from the provisions of Section 9(a) of 
the Act. 


The Commission has considered the matter and finds that: 


(1) the prohibitions of Section 9(a) might be unduly or 
disproportionately severe as applied to the Applicant, and 
(2) the conduct of the Applicant has been such as not to 
make it against the public interest or protection of investors 
to grant the application for a temporary exemption from 
Section 9(a) pending determination of the application. 


Accordingly, 1T 1S ORDERED, pursuant to Section 9(c) 

of the Act that the Applicant, and any company of which 
it presently is an affiliated person, be and they are hereby 
temporarily exempted from the provisions of Section 9(a) 
of the Act, operative as a result of the entry of the injunc- 
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tion against Applicant in Securities and Exchange Commis- 
sion v. Avis, Inc. et al., 74 Civ. 1065 (S.D.N.Y.), pending 
determination by the Commission-of Applicant’s application 
for an order unconditionally exempting it from the provi- 
sions of Section 9(a) operative as a result of the entry of 
such injunction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 29, 1974, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
of law proposed to be controverted, or he may request 

that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address set forth above. Proof of 
such service (by affidavit or in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously with 
the request. At any time after said date, as provided in Rule 
0-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the Application herein may be 
issued by the Commission upon the basis of the information 
stated in said application, unless an order for hearing upon 
said application shall be issued upon request or upon the 
Commission’s own motion. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
notice of further developments in this matter, including the 
date of the hearing (if ordered) and any postponements 
thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8415/July 8, 1974 


In the Matter of 


HARTWELL & CAMPBELL FUND, INC. 
HARTWELL & CAMPBELL LEVERAGE FUND, INC. 
345 Park Avenue 

New York, New York 10022 

(812-3488) 


NOTICE OF APPLICATION FOR AN ORDER PURSU- 
ANT TO SECTION 2(a)(9) DECLARING PRESUMPTION 
OF CONTROL CREATED BY THAT SECTION RE- 
BUTTED BY EVIDENCE 


NOTICE IS HEREBY GIVEN that Hartwell & Campbell 
Fund, Inc. (““HCF”) and Hartwell & Campbell Leverage 
Fund, Inc. (“HCLF’’) (together hereinafter referred to as 
the “Funds” or as “Applicants’”), non-diversified, open-end 
management investment companies registered under the 
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Investment Company Act of 1940 (the “Act’’), have filed 
an application pursuant to Section 2(a)(9) of the Act for 
an order of the Commission determining that the owner- 
ship by William G. Campbell (““Campbell’’) of 33% of the 
outstanding voting securities of the Hartwell and Campbell 
Management Corporation (“HCMC”), a Delaware corpora- 
tion which owns all of the outstanding voting securities of 
H&C Management Company, Inc. (the “Adviser”), a New 
York corporation which serves as investment adviser to 
both Funds, did not give Campbell control of the Adviser. 
All interested persons are referred to the application on 
file with the Commission for a statement of the represen- 
tations contained therein, which are summarized below. 


As of June 5, 1973, the Adviser was serving the Funds 
pursuant to investment advisory contracts which had be- 
come effective on December 14, 1971, after they had been 
approved by shareholders of HCF and HCLF, respectively. 


Hartwell is president of HCMC and at all times between 
November 1971 and June 5, 1973, owned 63% of the 
outstanding voting securities of that company. Campbell, 
who as of November 1971 was president of HCF and 
HCLF, an officer of HCMC and the Adviser, and a member 
of the board of directors of each of these entities, owned 
33% of the outstanding stock of HCMC. 


On June 5, 1973, Campbell sold all of his shares of HCMC 
to Hartwell and resigned his positions as a director of 
HCMC, the Adviser, and the Funds. 


Section 2(a)(9) of the Act provides, in pertinent part, that 
any person who owns beneficially, either directly or 
through one or more controlled companies, more than 25 
per centum of the voting securities of a company shall be 
presumed to control such company. Any such presump- 
tion may be rebutted by evidence but shall continue until 

a determination to the contrary is made by the Commission. 


Section 2(a)(4) of the Act defines ‘‘assignment” to include 
any direct or indirect transfer of a controlling block of the 
assignor’s outstanding ovting securities by a security holder 
of the assignor. 


Section 15(a) of the Act, among other things, makes it un- 
lawful for any person to act as investment adviser to an 
investment company in the absence of a written contract, 
and Section 15(a)(4) of the Act requires such written con- 
tract to provide for its automatic termination in the event 
of its assignment. 


Applicants state that as a consequence of differences of 
opinion between Hartwell and Campbell regarding general 
investment policies and, specifically, the management and 
investment of the assets of the Funds, Hartwell had deter- 
mined, in June 1972, that Campbell should terminate his 
affiliation with HCMC and the Adviser by resigning his 
positions in each and disposing of his interest in the HCMC 
stock as soon as practicable. 


Applicants represent that although Campbell continued to 
utilize office space at the offices of HCMC and the Adviser 
until January 12, 1973, he did not, after June 8, 1972, 

attend or otherwise participate in formal or informal meet- 
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ings at which general investment policies and philosophies 
and the management and investment of the assets of HCF 
and HCLF were discussed and reviewed by the professional 
staff of HCMC and the Adviser and was not consulted with 
respect thereto, other than in his capacity as a Director of 
HCF and HCLF. 


By July 1972, several of the portfolios under Campbell’s 
supervision had been transferred to other persons, includ- 
ing the portfolios of both of the Funds, Campbell resigned 
as president of HCF and HCLF effective September 12, 
1972, and, effective September 15, 1972, he resigned as 
an officer of HCMC and the Adviser. 


Applicants further represent that Campbell has held no 
positions with HCMC or the Adviser since his resignations 
on September 15, 1972 (other than his positions as director 
of both companies) and has not had or exercised any direct 
or indirect influence over the management of the business 
and affairs of HCMC or the Adviser or over the manage- 
ment and investment of the assets of HCF and HCLF, other 
than in his capacity as a director of HCF and HCLF. 


Applicants contend that, because HCMC owns all of the 
outstanding securities of the Adviser, a transfer of a control- 
iing block of the voting securities of HCMC may be deemed 
to be, in addition, a transfer of a controlling block of the 
voting securities of the Adviser, and thus to constitute an 
assignment of the investment advisory contracts between 
the Adviser and the Funds, which assignment would cause 
the automatic termination of such contracts pursuant to 

the terms of the contracts which, as required by Section 
15(a)(4) of the Act, provide for their automatic termination 
in the event of their assignment. 


In further support of their contention that Campbell did 
not have a controlling influence over the management and 
affairs of HCMC for many months prior to the sale of his _ 
interest in the company, Applicants state that in Septem- 
ber 1972, shortly after his resignation as an officer of 
HCMC, the Adviser, and the Funds, Campbell became 
President of William G. Campbell & Co., Incorporated, a 
Delaware corporation which is an investment counseling 
firm registered under the Investment Advisers Act of 1940. 
Applicants also state that to the best of their knowledge 
Campbell has, since that time, been devoting substantially 
all of his time to the business of offering investment advice 
to private investors. 


The application also states that Campbell’s resignations were 
disclosed in supplements dated September 22, 1972, to the 
then effective prospectuses of both HCF and HCLF and 

that all shareholders of record of HCF and HCLF were ad- 
vised of the termination of Campbell’s affiliations in a 

letter, dated November 2, 1972, signed by Hartwell, who 
had succeeded Campbell as President of the Funds. The 
letter was included in the quarterly report to shareholders of 
HCLF, for, in each case, the period ended September 30, 
1972. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 2, 1974, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 





interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission should order 

a hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 
of such service (by affidavit or, in the case of an attorney- 
at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued as of course following 
August 2, 1974, unless the Commission thereafter orders 

a hearing upon request or upon the Commission’s own mo- 
tion. Persons who request a hearing or advice as to whether 
a hearing is ordered will receive notice of further develop- 
ments in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8416/July 9, 1974 


In the Matter of 


THE SAGITTARIUS FUND, INC. 
375 Park Avenue 

New York, New York 10022 
(812-3642) 


ORDER PURSUANT TO SECTICN 22(e)(3) OF THE 
ACT 


On June 4, 1974, notice was issued (Investment Company 
Act Release No. 8375) of the filing of an application by 
The Sagittarius Fund, Inc. (“Applicant’’), a diversified, 
open-end, management investment company registered 
under the Investment Company Act of 1940 (the ““Act”), 
for an order of the Commission, pursuant to Section 22(e) 
(3) of the Act, permitting suspension of the right of re- 
demption of the Fund’s outstanding redeemable securities 
and suspension of payment for shares already submitted for 
redemption for which payment has not been made. 


The notice, which included an order of the Commission 
granting temporary relief, gave interested persons an oppor- 
tunity to request a hearing and stated that an order dispos- 
ing of the application might be issued upon the basis of the 
information stated therein unless a hearing should be order- 
ed. No request for a hearing has been filed and the Com- 
mission has not ordered a hearing. 


The matter has been considered and it has been found that 
the suspension of the right of redemption of Applicant's 
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outstanding redeemable securities and postponement of the 
date of payment or satisfaction upon redemption of any re- 


deemable security of Applicant are necessary for the protec- 


tion of the security holders of Applicant. Accordingly, 


IT IS ORDERED, pursuant to Section 22(e)(3) of the Act, 
that Applicant be, and is, hereby, permitted (1) to suspend 
the right of redemption of its outstanding redeemable se- 
curities, and (2) to suspend paymeni for shares already 
submitted for redemption for which payment has not been 
made, until 10 days after Applicant gives the Commission 
notice of intention to resume redemptions and payments 
therefor, but in no event for more than 30 days from the 
date of this order unless the Commission shall extend such 
period by order upon an application filed in good faith by 
the Applicant demonstrating the necessity for a continued 
suspension of the right of redemption and of payment for 
shares rendered for redemption. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8417/July 9, 1974 


In the Matter of 


CAPITAL TRINITY FUND, INC. 
2015 Ivy Road 

Charlottesville, Virginia 22903 
(811-1975) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 


ING THAT COMPANY HAS CEASED TO BE AN INVEST- 


MENT COMPANY 


NOTICE IS HEREBY GIVEN that Capital Trinity Fund, 
Inc. (“Applicant”), registered under the Investment Com- 
pany Act of 1940 (“Act”) as a diversified, open-end man- 
agement investment company, has filed an application 
pursuant to Section 8(f) of the Act for an order of the 
Commission declaring that Applicant has ceased to be an 
investment company. All interested persons are referred 
to the application on file with the Commission for a state- 
ment of the representations contained therein, which are 
summarized below. 


Applicant, a Delaware corporation, registered under the 
Act by filing its Notification of Registration on Form N-8A 
under the Act on April 8, 1971. 


Applicant and Fairfield Fund, Inc. (“Fairfield’’), a New 
York corporation, also a registered open-end investment 
company under the Act, entered into an Agreement of Ex- 
change, dated January 16, 1974 (the ““Agreement’’), pro- 
viding for the acquisition of substantially all of the assets 
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of Applicant by Fairfield and the liquidation and subsequent 
dissolution of Applicant. On April 17, 1974, the sharehold- 
ers of Applicant approved the Agreement and the tran- 
sactions contemplated by the Agreement were subsequently 
consummated on April 30, 1974. Pursuant to the Agree- 
ment, Fairfield acquired substantially all the assets of Ap- 
plicant in exchange for shares of Fairfield which have been 
distributed to Applicant's shareholders. Applicant presently 
has no assets other than cash in the amount of approximate- 
ly $4,472, which has been retained to pay all remaining 
obligations and expenses of liquidation and dissolution. 


Applicant represents that it is not engaged in any investment 
company activity nor does it propose to engage in any in- 
vestment company activity. It is asserted that, subject to 
final settlement of its affairs pursuant to Delaware Jaw, 
Applicant intends to dissolve and terminate its existence. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, upon application, finds that a regis- 
tered investment company has ceased to be an investment 
company, it shall so declare by order, and upon the taking 
effect of such order the registration of such company shall 
cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 5, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon Applicant at the address stated above. 
Proof of such service (by affidavit, or in case of an attor- 
ney-at-law, by certificate) shall be filed contemporaneous- 
ly with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order dis- 
posing of the application will be issued as of course follow- 
ing August 5, 1974, unless the Commission thereafter 
orders a hearing upon request or upon the Commission's 
own motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive notice of further 
developments in this matter, including the date of the hear- 
ing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8418/July 10, 1974 


In the Matter of 
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LEISURE FUND, INCORPORATED 
84 State Street 

Boston, Massachusetts 02109 
(811-2176) 


ORDER PURSUANT TO SECTION 8(f) OF THE ACT DE- 
CLARING THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


On June 7, 1974, a notice was issued (Investment Company 
Act Release No. 8379) that Leisure Fund, Incorporated 
(“Applicant’’), a closed-end, non-diversified management 
investment company registered under the Investment Com- 
pany Act of 1940 (“Act”’), had filed an application pursu- 
ant to Section 8(f) of the Act for an order of the Commis- 
sion declaring that Applicant had ceased to be an invest- 
ment company as defined in the Act. 


The notice gave interested persons an opportunity to request 
a hearing and stated that an order disposing of the applica- 
tion might be issued upon the basis of the information 

stated therein unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter having been considered, it is found that Appli- 
cant has ceased to be an investment company. According- 
ly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Leisure Fund, Incorporated 
under the Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8419/July 10, 1974 


In the Matter of 


FEDERAL STREET FUND, INC. 
225 Franklin Street 

Boston, Massachusetts 02110 
(812-3654) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
17(b) OF THE ACT FOR AN ORDER EXEMPTING A 
PROPOSED TRANSACTION FROM SECTION 17(a) OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Federal Street Fund, Inc. 
(“Applicant”), a diversified, open-end management invest- 
ment company registered under the Investment Company 
Act of 1940, as amended (the “Act”’), has filed an applica- 
tion pursuant to Section 17(b) of the Act for an order of 


exemption from Section 17(a) of the Act to permit the 
Estate of Howard Cullman (“Estate’’) and a trust under 

the will of Joseph F. Cullman, Jr. (“Trust”) to tender shares 
of Applicant for redemption in kind. All interested persons 
are referred to the application on file with the Commission 
for a statement of the representations contained therein, 
which are summarized below. 


Applicant was incorporated under the laws of Massachusetts 
and was created as a so-called “exchange-type” fund. Ex- 
cept for shares offered to the stockholders of The Second 
Federal Street Fund, Inc. (“Second Federal’’) in connec- 
tion with the merger of Second Federal into Applicant 
which took place in 1972, Applicant has not offered its 
shares of common stock to the general public since the 
completion of the initial public offering of its shares in ex- 
change for outstanding stock or other securities of various 
business corporations. Further, Applicant has not issued 
any additional shares since completion of said initial pub- 
lic offering except with respect to shares issued in connec- 
tion with the aforesaid merger, a 3 for 1 stock split effected 
as part of the aforesaid merger transaction, a 20 for 1 stock 
split in 1962, acquisitions of the assets of private investment 
companies in 1968 and 1972, and shares issued in payment 
of various optional stock dividends to Applicant’s share- 
holders. 


Applicant, in the ordinary course of its business, redeems 
shares tendered for redemption by its shareholders and 

has continuously followed the policy of paying substantially 
all such redemptions in kind with securities from its port- 
folio. Applicant states that it intends to continue this 

policy for the foreseeable future. 


Certain members of the Cullman family, who are closely 
related, beneficially own shares of the common stock of 
Applicant, as of June 10, 1974, as follows: 





Shares of Percentage of 
Federal Federal’s Out- 
Cullman Stockholder Held standing Stock 
Trust U/W of Joseph F. 311,682 3.85 
Cullman, Jr. (Joseph F. 
Cullman 3rd, Edgar M. 
Cullman and W. Arthur 
Cullman, Trustees) 
Estate of Howard S. Cull- 
man 89,300 1.11 
(Marguerite W. Cullman, 
Joseph F. Cullman 3rd, 
Hugh Cullman and Bank- 
ers Trust Company, New 
York, Executors) 
Joseph F. Cullman 3rd 183,469 2.27 
Edgar M. Cullman 187,859 2.32 
Hugh Cullman 18,440 0.23 
W. Arthur Cullman 21,607 0.27 
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Percentage of 
Federal’s Out- 
standing Stock 


Shares of 
Federal 


Cullman Stockholder Held 





Nan O. Cullman as 
Custodian for: 
Alexandra M. Cullman 
u/New York Uniform 
Gifts to Minors Act 


5,000 0.06 


W. Arthur Cullman, Jr. 
and Immediate 
Family 


2,012 0.02 


Frederick M. Danziger, 10,028 0.12 
Lucy C. Danziger and 
Edgar M. Cullman as 
Trustees u/Agreement 
dated December 26, 
1972 for benefit of 
Lucy C. Danziger, 
David M. Danziger 
and others 

Frederick M. Danziger, 10,028 0.12 

Lucy C. Danziger and 

Edgar M. Cullman as 

Trustees u/Agreement 

dated December 26, 

1972 for benefit of 

Lucy C. Danziger, 

Rebecca B. Danziger 

and others 


Dorothy C. Treisman 

Family Trust 
u/Trust Agreement 
dated 3/18/74 
(Howard A. Seitz, 
George V. Comfort 
and Paul C. Guth, 
Trustees) 


13,390 





Total 852,815 10.54% 








As of June 10, 1974, Applicant had 8,088,046 shares of its 
common stock outstanding. 


Applicant states that the Estate and the Trust, each of 
which may be deemed to be an affiliated person of Appli- 
cant if its holdings are combined with each other and with 
the holdings of other members of the Cullman family, de- 
sire to redeem a portion of the shares of Applicant each 
presently holds. Although neither account has as yet de- 
termined the precise number of Applicant’s shares to be re- 
deemed by it, the aggregate number of such shares wili not 
exceed 175,000 shares. 


Section 17(a) of the Act, as here pertinent, prohibits an 
affiliated person of a registered investment company, or 
any affiliated person of such a person, acting as principal, 
from selling to or purchasing from such registered company, 
or any company controlled by such registered company, 
any security, or other property. Section 17(b) of the Act 
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provides, however, that the Commission, upon application, 
may exempt a transaction from the provisions of Section 
17(a) if evidence establishes that the terms of the proposed 
transaction, including the consideration to be paid, are 
reasonable and fair and do not involve overreaching on the 
part of any person concerned, and that the proposed tran- 
saction is consistent with the policy of the registered in- 
vestment company concerned and with the general pur- 
poses of the Act. F 
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Applicant, in accordance with its continuous redemption 
policy described above, wishes to pay the redemption 
price of the shares to be tendered for redemption by the 
Estate and the Trust with one or more marketable securi- 
ties from Applicant's portfolio. 


The portfolio securities of Applicant to be used to meet 
each redemption will be selected solely by Applicant in 
its investment discretion at the time of the redemption, and I 
there is no arrangement or understanding with either the F 
executors of the Estate or the trustees of the Trust as to 
which securities will be used. Such portfolio securities will I 
be valued in accordance with the valuation practices of 


Applicant (as set forth in its governing instruments) for i 
determining its net asset value per share as of the same 

time the net asset value of the Applicant’s shares tendered C 
for redemption is determined. Applicant represents that 

it will treat both the Estate and the Trust on a fair and a 


equitable basis and as it would treat any other shareholder 
of Applicant who tendered equivalent shares for redemp- ( 
tion at the same time. By paying the redemption price of r 
¢ 
( 





its shares tendered by the Estate and the Trust for redemp- 
tion with portfolio securities, Applicant will be adhering 
to its policy, in effect since its inception, of paying all re- 


demptions of its shares, except for those involving an in- 
substantial amount, by delivery of portfolio securities. E 
Applicant submits that if it were required to sell portfolio | 


securities in order to raise cash to meet redemptions, it 
would, in consequence, be forced to realize substantial 
capital gains and thereby incur substantial capital gains tax 
liability and the expense of brokerage commissions, all of 
which would be to the detriment of its shareholders. No 
realization of capital gains or incurring of brokerage com- 
mission expense by Applicant will occur upon a redemp- 

tion in which portfolio securities are delivered in satisfac- 
tion of the redemption price. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 5, 1974 at 5:30 p.m., submit 

to the Commission in writing a request for a hearing on 
this matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the issues | 
of fact or law proposed to be controverted, or he may re- ) 
quest that he be notified if the Commission shall order a ) 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request shall be 

served personally or by mail (air mail if the person being | 
served is located more than 500 miles from the point of 

mailing) upon Applicant at the address set forth above. 
Proof of such service (by affidavit or, in case of an attorney- 
at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order dispos- 










ing of the application will be issued as of course following 
said date unless the Commission thereafter orders a hear- 
ing upon request or upon the Commission’s own motion. 
Persons who request a hearing or advice as to whether a 

e hearing is ordered will receive notice of further develop- 

* ments in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 





For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





nd | INVESTMENT COMPANY ACT OF 1940 
Release No. 8420/July 11, 1974 


i In the Matter of 

COMPOSITE FUND, INC. 

d COMPOSITE BOND & STOCK FUND, INC. 

and 

COMPOSITE RESEARCH AND MANAGEMENT CO. 
402 Spokane & Eastern Building 


\p- Spokane, Washington 99204 
(812-3639) 





NOTICE OF FILING OF APPLICATION FOR EXEMP- 
| TION FROM PROVISIONS OF SECTION 15(a) OF THE 
ACT PURSUANT TO SECTION 6(c) OF THE ACT 


x | NOTICE IS HEREBY GIVEN that Composite Fund, Inc. 
f (“Composite’’), Composite Bond & Stock Fund, Inc. 
(“Composite Bond & Stock’’) (collectively the ‘““Funds”), 

. registered under the Investment Company Act of 1940 
(“Act”) as open-end management investment companies, 
and Composite Research and Management Co. (‘‘Research’’) 
(collectively the Applicants”) have filed an application 
pursuant to Section 6(c) of the Act for an order of the 
Commission exempting Applicants from the provisions of 
Section 15(a) of the Act in connection with the continua- 

tion of the management agreements between the Funds and 
Research for the period March 11, 1974, to the date of the 
special meetings of shareholders of the respective Funds, to 
be held no later than September 30, 1974 (or any adjourn- 
ment thereof), at which meetings the shareholders will be 

| asked to ratify or reject the continuance of said agreements. 


on 


All interested persons are referred to the application on 
file with the Commission for a statement of the representa- 
tions contained therein, which are summarized below. 


Research has provided investment advisory services to Com- 
ney: posite since August 25, 1949, and to Composite Bond & 








Yancey passed away in Spokane. Mr. Yancey was the hon- 
orary Chairman of the Board of Directors of both Funds 
and was the owner of approximately 31% of the outstand- 




















Stock since March 31, 1944. On March 11, 1974, Mr. George 





ing capital stock of Research, said shares being held as com- 
munity property under the laws of the State of Washington. 
On March 12, 1974, the directors of both Funds passed a 
resolution stating that the existing management agreements 
would be continued in full force and effect. On March 18, 
1974, an opinion was received from counsel to Applicants 
that no assignment had taken place, as that term is defined 
in Section 2(a)(4) of the Act and that, therefore, there 

was no automatic termination of the management agree- 
ments. 


Section 15(a) of the Act provides, among other things, that 
it shall be unlawful for any person to serve or act as an in- 
vestment adviser of a registered investment company except 
pursuant to 4 written contract which has been approved by 
a vote of the majority of the outstanding voting securities 
of such registered investment company. 


On May 8, 1974, the directors of both Funds readopted 
the existing management agreements, by letter agreement 
subject to the submission of the management agreements 
to the shareholders of the Funds at special meetings to be 
held as soon as reasonable and appropriate. Such meetings 
are to be held no later than September 30, 1974. The appli- 
cation states that the directors’ action was taken in order 
to eliminate any doubt as to the legal effect of the death 

of Mr. Yancey and as to the propriety of Research contin- 
uing as adviser for the Funds under the existing agreements. 


Section 6(c) of the Act provides that the Commission, by 
order upon application, may conditionally or uncondition- 
ally exempt any person or transaction from any provision 
of the Act or of any rule or regulation thereunder, if and 
to the extent that such exemption is necessary or appro- 
pritate in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intended by 

the policy and provisions of the Act. Applicants submit 
that the requested exemption is necessary and appropriate 
in the public interest and consistent with the protection 

of investors and the purposes fairly intended by the policy 
and provisions of the Act, in that it will assure that necessary 
portfolio management and administrative services are pro- 
vided to the Funds during the period from March 11, 1974, 
to the date of the special meetings. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 5, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 

of his interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon Applicants at the address stated above. 
Proof of such service (by affidavit, or, in case of an attor- 
ney-at-law, by certificate) shall be filed contemporaneous- 
ly with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order dis- 
posing of the application will be issued as of course follow- 
ing said date, unless the Commission thereafter orders a 
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hearing upon request or upon the Commission’s own mo- 
tion. Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive notice of further develop- 
ments in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Cominission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8421/July 11, 1974 


In the Matter of 


E. |. DU PONT DE NEMOURS AND COMPANY 
Wilmington, Delaware 19898 
(812-3587) 


ORDER PURSUANT TO SECTIONS 17(a) AND 17(d) 
AND RULE 17¢-1 


On June 13, 1974, the Commission issued a notice (Invest- 
ment Company Act Release No. 8385) of an application 
by E. |. du Pont de Nemours and Company (‘Applicant’), 
pursuant to Sections 17(b) and 17(d) of the Investment 
Company Act of 1940 (‘Act’), and Rule 17d-1 thereunder, 
for an order exempting from the provisions of Sections 
17(a) and permitting under Section 17(d) and Rule 17d-1 
the transactions involving, and incident to, a proposed 
merger of one of Applicant’s partly-owned affiliated Mexi- 
can corporations, Policron de Mexico, S.A. (“Policron’’), 
into another Mexican corporation, Nylon de Mexico, S.A. 
(“Nylmex”). 


Christiania Securities Company (“Christiana”), registered 
under the Act as a closed-end investment company, owns 
approximately 28.1% of the outstanding common stock 
of Applicant, which in turn owns 49% of the outstanding 
common stock of Policron. The remaining 51% ownership 
in Policron is held by Promofil, S.A. (“Promofil’’), a Mexi- 


can corporation which also owns a majority of the outstand- 


ing common stock of Nylmex. Under Section 2(a)(9) of 
the Act, both Applicant and Policron are presumed to be 
controlled by Christiana and, under Section 2(a)(3) of the 
Act, both Applicant and Policron are also affiliated persons 
of Christiana, and Promofil and Ny!lmex are affiliated per- 
sons of Policron. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application would be issued unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
terms of the proposed transaction are reasonable and fair 
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and do not involve overreaching on the part of any person 
concerned, and are consistent with the policies of Christi- 
ana and with the general purposes of the Act. It is further 
found that the participation in the proposed transaction of 
any of the persons presumed controlled by Christiana is 
not on a basis different from or less advantageous than 
that of any other participant. 








IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed transaction as set forth in the application 
is hereby exempted from the provisions of Section 17(a) 
of the Act. 


IT IS FURTHER ORDERED that the application pursuant k 
to Section 17(d) of the Act and Rule 17d-1 is hereby 
granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


— «= -—- oo 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8422/July 11, 1974 





See Securities Act Release No. 5513/July 11, 1974. | 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8423/July 10, 1974 


In the Matter of 


THE VALUE LINE SPECIAL SITUATIONS FUND, INC. 
5 East 44th Street 
New York, New York 10017 


and | 


GULF AND WESTERN MANUFACTURING COMPANY | 
(SYSTEMS) | 
1 Gulf and Western Plaza 

New York, New York 10023 
(812-3644) | 


EXEMPTING A PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT | 


p 


The Value Line Special Situations Fund, Inc. (the “Fund”), 
a diversified, open-end, management investment company 
registered under the Investment Company Act of 1940 








of 


on 


nt 











(Systems) (‘Gulf and Western Systems”), a wholly-owned 
subsidiary of Gulf & Western Industries, Inc., have filed 

an application pursuant to Section 17(b) of the Act for an 
order of the Commission exempting from the provisions of 
Section 17(a) of the Act the purchase of shares of Elco 
Corporation (““Elco”) by Gulf and Western Systems, which 
owns 16.8% of the outstanding shares of Elco, from the 
Fund, which owns 8.4% of such shares, pursuant to the 
terms of a proposed merger between a subsidiary of Gulf 
and Western Systems and Elco. 


On June 11, 1974, a notice (Investment Company Act Re- 
lease No. 8384) was issued of the filing of said application. 
The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found that the 
terms of the proposed transaction, including the consider- 
ation to be paid or received, are reasonable and fair and do 
not involve overreaching on the part of any person con, 
cerned and that the proposed transaction is consistent with 
the policies of the Fund and with the general purposes of 
the Act. 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed transaction be, and hereby is, exempted 
from the provisions of Section 17(a) of the Act. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8424/July 12, 1974 


In the Matter of 


THE FIRST TRUST OF INSURED MUNICIPAL BONDS 
(Series 1 and Subsequent Series) 
(formerly “First Insured Municipal Trust Fund”) 


c/o Van Kampen, Wauterlek & Brown, Inc. 
300 West Washington Street 

Chicago, Illinois 60606 

(812-3607) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 14(a) AND 
RULES 19b-1 AND 22c-1 UNDER THE ACT 


(the ““Act’’), and Gulf and Western Manufacturing Company 





On June 10, 1974, a notice was issued (Investment Com- 
pany Act Release No. 8382) of an application filed pur- 
suant to Section 6(c) of the Investment Company Act of 
1940 (“Act’’) by First Insured Municipal Trust Fund 
(“Applicant”), registered as a unit investment trust under 
the Act, for an order exempting Applicant from the pro- 
visions of Section 14(a) of the Act, and Rule 19b-1 and 
Rule 22c-1 under the Act. An amendment to the applica- 
tion stated that Applicant’s name has been changed to 
The First Trust of Insured Municipal Bonds. 


The notice inadvertently stated that, with regard to second- 
ary market transactions, “’(i)n the case of a repurchase, if 
the Evaluator cannot state that the previous Friday’s 

price is at least equal to the current offering price, the 
Sponsor will order a full evaluation.”” The notice should 
have read “’(i)n the case of a repurchase, if the Evaluator 
cannot state that the previous Friday’s offering side evalua- 
tion is at least equal to the current bid side evaluation, the 
Sponsor will order a full evaluation.” 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order would be issued 

as of course unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter having been considered, it is found that the 
requested exemptions are appropriate in the public in- 
terest and consistent with the protection of investors and 
the purposes fairly intended by the pclicy and provisions 
of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 

of Section 14(a) of the Act and Rule 419b-1 and Rule 22c-1 
under the Act be, and hereby is, granted, effective forth- 
with. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








LITIGATION 





Litigation Release No. 6421/July 8, 1974 


The Securities and Exchange Commission announced that, 
on July 2, 1974, the Honorable Inzer B. Wyatt of the 
United States District Court for the Southern District of 


SEC DOCKET/585 


New York issued an Order of Permanent Injunction against 
Venture Advisers, Inc. enjoining it from recommending, 
effecting or causing the purchase or sale of Avis, Inc. 
securities in violation of Section 10(b) of the Securities Ex- 
change Act of 1934 and Rule 10b-5 thereunder. Venture 
Advisers, which was charged with causing a mutual fund 

to sell 7,700 Avis shares while Venture Advisers was in 
possession of adverse material non-public information con- 
cerning Avis, consented to the issuance of the injunction 
without admitting or denying the allegations. 


The Order also directed Venture Advisers to adopt and 
ensure compliance with procedures designed to preveni the 
misuse and acquisition of material non-public information. 
Venture Advisers also voluntarily made a payment to the 
purchaser of 7,000 shares of Avis sold by the mutual fund 
managed by Venture Advisers on terms satisfactory to 
such purchaser, Venture Advisers and the mutual fund. 


See Litigation Release No. 6271. 





Litigation Release No. 6422/July 8, 1974 


Gerald E. Boltz, Administrator of the Los Angeles Region- 
al Office of the Commission and Stanley Sporkin, Direc- 
tor of the Division of Enforcement, today announced the 
filing of a complaint in U. S. District Court in Los Ange- 
les, California on July 8, 1974 seeking to enjoin Pennsyl- 
vania Life Company of Santa Monica, California, Joe Bain 
and Stanley Beyer, both of Los Angeles, California, Ber- 
ton Borman of Beverly Hills, California, Daniel J. DiSipio 
and G. P. Streatfield, both of Santa Monica, California. 
All defendants, without admitting or denying the allegations 
in the complaint, consented to the entry of a final judg- 
ment of permanent injunction. 


The.Commission’s complaint.alleged that commencing 
approximately October 1970 the defendants engaged in a 
scheme and course of business which operated as a fraud 
upon security holders of the defendants Pennsylvania Life 
Co. It is further alleged that the defendants represented to 
Equity Funding Corp. of America officials in late 1970 
that unless Pennsylvania Life was compensated by Equity 
Funding on terms satisfactory to the defendants, the 
defendants would disclose publicly that many of the insur- 
ance policies previously ceded to Pennsylvania Life by 
Equity Funding, had lapsed. The policies lapsed as a result 
of the fact that Equity Funding had sold such policies to 
their employees at no first year cost to the employees. 

It is further alleged that subsequently a series of transac- 
tions were entered into between Equity Funding and 
Pennsylvania Life and their subsidiaries in consideration 
of each other, which had a material effect upon the finan- 
cial condition of both companies. 


The Commission also alleged that certain of the defendants 
sold portions of their Pennsylvania Life Co. stock in 1970 
and 1971 at a time when they were in possession of non- 


586/SEC DOCKET 


public information relating to the relationship and 
transactions between Equity Funding Corp. of America 
and its subsidiaries and Pennsylvania “Life Co. and its sub- 
sidiaries. It is further alleged that the defendants omitted 
to disclose such matters in its filings with the Commis- 
sion. The final judgment enjoins each of the defendants 
and those in concert or participation with them, in the 
purchase or sales of Pennsylvania Life Co. stock or any 
other securities, from employing any manipulative de- 
vices, schemes or artifices to defraud, making untrue state- 
ments of material facts or omitting to state material facts 
or engaging in any transactions, practices or courses of 
business which would operate as a fraud. The defendants 


are further enjoined from making any filings with the Com- 


mission which contain any untrue statements or material 
facts or omit to state material facts. 





Litigation Release No. 6423/July 9, 1974 


SEC V. ALDERSGATE FOUNDATION, INC. et al 
(M.D. FLA. Civil Action No. 73-86-Civ.-Orl-Y) 


Jule B. Greene, Administrator, and Michael J. Stewart, 
Associate Administrator, of the Atlanta Regional Office 
of the Securities and Exchange Commission announced 
that on June 29, 1974, Mr. Frank Reed was appointed re- 
ceiver for Aldersgate Foundation, Inc. (“Aldersgate”) of 
Orlando, Florida. The Order which was entered following 
a hearing on June 27, 1974, before U.S. District Court 
Judge George Young, Chief Judge for the Middle District 
of Florida, was originally sought by the Commission in 
April 1973 when a Complaint was filed alleging that 
Aldersgate had violated the antifraud provisions of the 
Securities Act of 1933 and the Securities Exchange Act 
of 1934 in connection with the offer and sale of over 
$16,000,000 of its “First Mortgage Seven Percent Sinking 
Fund Bonds.” Aldersgate, which operates “Retirement 
Centers” in Kissimmee, Florida, and Orange City, Florida, 
neither admitted nor denied the fraud allegations of the 
April 1973 Complaint, but consented to the entry at the 
time of an order of permanent injunction which pro- 
hibited further fraud in its bond sales programs. 


Aldersgate similarly did not oppose the Commission’s 
June 1974 “Motion for the Appointment of a Receiver”; 
instead the Foundation instructed its attorneys to join 
the Commission in asking the Court to appoint a receiver 
to take custody of all its assets and manage its affairs, 
pending possible application for protection under the 
Federal bankruptcy statutes. (For further information see 
Litigation Releases Nos. 5845, 5852 and 5983.) 
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Litigation Release No. 
USA v. PEDRO M. MARTINEZ et al. 


G. Kent Edwards, United States Attorney for the District 
of Alaska and Jack H. Bookey, Administrator of the Seat- 
tle Regional Office of the Securities and Exchange Com- 
mission announced that plea discussions have been con- 
cluded and pursuant to Rule 20 of the Federal Rules of 
Criminal Procedure, the defendants, A. Earl Walters, 
Bernard Berman and Pedro Manuel Martinez on March 25, 
1974 withdrew their previously entered pleas of not guilty 
and entered pleas of guilty in the U. S. District Court of 
the Southern District of Florida, as to Counts |, 1V and VI 
of a nine count indictment charging securities fraud, mail 
fraud and conspiracy respectively. 


The scheme involved obtaining contro! of and diverting to 
their own use the assets of Alaska Western Life Insurance 
Company of Alaska, part of which involved the defendants 
use of the worthless stocks of P. M. Management Service 
Corporation of Illinois to substitute for the Alaska 

Western Life Insurance’s mortgage portfolio. 


The defendants were sentenced as follows: A. Earl Walters 
received a term of probation of one year on each count. 
Bernard Berman was sentenced to a term of 30 months 
imprisonment on each count, and Pedro Manuel Martinez 
was sentenced to 5 years imprisonment on each count. All 
of the above sentences are to run concurrently with each 
other and concurrently with the sentences imposed on 

the defendants in March 1971 in the United States District 
Court for the Southern District of Florida after being 
found guilty of purchasing and possession of stolen securi- 
ties and conspiracy to possess same. 


For further information see Litigation Release No. 4538. 


SUMMARY OF NEWS DIGEST 


G. Kent Edwards, U. S. Attorney, Anchorage, 
Alaska, and Jack H. Bookey, Administrator of 
the Seattle Regional Office of the S.E.C., an- 
nounced that A. Earl Walters, Bernard Berman 
and Pedro Manuel Martinez of Miami, Florida 
entered pleas of guilty under Rule 20 of the 
Federal Rules of Criminal Procedures on March 
25, 1974 in the U. S. District Court of the South- 
ern District of Florida to three counts of securi- 
ties fraud, mail fraud and conspiracy. Walters re- 
ceived a one year probation on each count, 
Berman thirty months imprisonment on each 
count, and Martinez five years imprisonment 

on each count. All of the sentences are to run 
concurrently with each other as well as with 
previously imposed sentences by the same court 
in 1971 for conspiracy and purchasing and pos- 
session of stolen securities. 





Litigation Release No. 6424/July 10, 1974 


SEC v. LOMMA INTERNATIONAL, INC. et al. 


(E.D. Pa., Civil Action No. 74-1699) 


William R. Schief, Administrator of the Washington Re- 
gional Office of the Securities and Exchange Commission 
today announced that on July 5, 1974, the Commission 
filed a Complaint for a permanet injunction in the United 
States District Court for the Eastern District of Pennsyl- 
vania charging Lomma International, Inc. (LI!) of Scran- 
ton, Pennsylvania, Ralph J. Lomma (Lomma) of Union- 
dale, Pennsylvania, William J. Clancy, Jr. (Clancy) of 
Philadelphia, Pennsylvania, with violations of the anti- 
fraud provisions of the Securities Act of 1933 and the 
Secruities Exchange Act of 1934. LII is a Pennsylvania 
corporation engaged primarily in the acquisition, develop- 
ment, and subsequent resale or leasing of residential, com- 
mercial, and resort real properties. Lomma is and has been 
the president and a director of LII and Clancy, during the 
relevant period, was its “Marketing Director’. 


The subject matter of the Complaint involves the offer and 
sale to public investors of the common stock of LI! by 

the defendants. The Complaint alleges violations of the 
anti-fraud provisions in that LII, Lomma, and Clancy made 
false and misleading statements of material facts concern- 
ing: 


(a) the ownership by LI! of companies and partnerships 
actually owned by Lomma; 


(b) the type of business activities in which LII, its sub- 
sidiaries and divisions, were and are engaged; 


(c) the wide public acceptance of a market for the 
products of LII; 


(d) the assurances of a future trading market for said 
securities; 


(e) the listing of said securities on the American Stock 
Exchange; 


(f) the prospective increases in the price of said securities; 
and 


(g) the anticipated future dividends to be paid by LII. 


The Complaint further alleges that the defendants omitted 
to state material facts concerning the speculative nature 
of an investment in said securities and the risks attendant 
thereto. 


Contemporaneously with the filing of this action, the de- 
fendants consented to the entry of a final judgment of 
permanent injunction without admitting or denying the 
allegations contained therein. Pursuant to such consent 
the Honorable J. William Ditter, Jr., United States Dis- 
trict Judge for the Eastern District of Pennsylvania, 
entered a Final Judgment permanently enjoining the 
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defendants from further violations of the previously men- 
tioned provisions of the federal securities laws. 





Litigation Release No. 6425/July 10, 1974 


SEC v. GEM STATE SILVER-GOLD, INC., 
Dorothy Pearl Brainard, et al. 
(D. Idaho, Civil Action No. CIV 2-74-32) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission announ- 
ced that on June 25, 1974, the Honorable J. Blaine Ander- 
son, United States District Judge for Idaho, at Boise, enter- 
ed an order premanently enjoining Gem State Silver-Gold, 
Inc., Dorothy Pearl Brainard, Wendell Robert Brainard, 
Carol Ann Goldsmith, Caledonia Silver-Lead Mining Co., 
Judith Gold Corporation, Lookout Mountain Mining & 
Milling Company, New Era Mines, Inc., Signal Silver-Gold, 
Inc., Silver Bowl, Inc., United Mines, Inc., and Utah-Idaho 
Consolidated Uranium, Inc., all of Kellogg, Idaho, and 
Clayton E. Henley of Hayden Lake, Idaho, and Nancy Lee 
Mines, Inc. of Coeur d’Alene, Idaho from further violations 
of the registration and anti-fraud provisions of the federal 
securities laws. 


The defendants consented to the entry of the injunction 
without admitting or denying the allegations in the com- 
plaint which was filed on May 28, 1974. 


For further information see Litigation Release No. 6382. 





Litigation Release No. 6426/July 10, 1974 

SEC v. BBOZYMES INTERNATIONAL LIMITED 
(N.D. CA) 

Gerald E. Boltz, Regional Administrator of the Los An- 


geles Regional Office, and Leonard H. Rossen, Associate 
Regional Administrator of the San Francisco Branch 


Office of the Securities and Exchange Commission, announ- 


ced today that Stephen L. Hoffman of New York, New 
York, the only remaining defendant in SEC v. Biozymes 
International Limited, et al., ND CA Civil Action No. 
C72-2217-SW, has, without admitting or denying the sub- 
stantive allegations of the Commission’s complaint, 
entered into an undertaking in which he has agreed not to 
engage in activities in violation of the registration provi- 
sions of the federal securities laws. The undertaking, which 
provides that Hoffman must comply with its terms or be 
liable to a possible subsequent proceeding for contempt, 
has been “so ordered” by the United States District Court 
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for the Northern District of California and was filed with 
that Court on July 2, 1974. 


For further information see Litigation Releases No. 5662 
and 5807. 





Litigation Release No. 6427/July 11, 1974 


SEC v. NATIONAL FARMERS ORGANIZATION, INC. 
(S.D. lowa Civil Action No. 74-162-1) 


John |. Mayer, Administrator of the Chicago Regional Of- 
fice of the Securities and Exchange Commission, announ- 
ced that on July 3, 1974 The Honorable William C. 
Stuart, United States District Judge for the Southern Dis- 
trict of lowa, entered an order temporarily restraining 
the National Farmers Organization, Inc. from stating or 
indicating to any person from whom it is attempting to 
collect dues that if said persons do not pay said dues, 

the government or any branch thereof, including the 
Securities and Exchange Commission, will bring an action 
against said person for the collection of the dues or other- 
wise attempt to collect such dues. The order specifically 
provided that National Farmers Organization, Inc. was 
not restrained from collecting dues through lawful means. 


For further details see Litigation Release No. 6410. 





Litigation Release No. 6428/July 11, 1974 


SEC v. INVESTMENT SECURITIES CORPORATION 
(E.D. Mo.) 


John |. Mayer, Administrator of the Chicago Regional Of- 
fice of the Securities and Exchange Commission, announ- 
ced that on July 5, 1974, a Complaint was filed in the Fed- 
eral Court at St. Louis, Missouri, seeking to enjoin Invest- 
ment Securities Corporation of St. Louis County, Missouri, 
from violations of the Commission’s net capital require- 
ments under Section 15(c) of the Securities Exchange Act 
of 1934 and Rule 15c3-1 adopted thereunder. The Com- 
plaint alleged that Investment Securities Corporation, a 
broker and dealer in securities, had been engaged in securi- 
ties transactions at a time when it was not in compliance 
with the Commission’s financial responsibility provisions. 
The Complaint also alleged that Investment Securities 
Corporation is insolvent and that it is unable to meet its 
financial obligations as they mature. 


On the same date, with the consent of the defendant cor- 
poration, United States District Judge John F. Nangle, 
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entered a Temporary Restraining Order prohibiting Invest- 
ment Securities Corporation from disposing of or otherwise 
dissipating any of its assets. 





On July 8, 1974, the Securities Investor Protection Corpor- 
ation (“SIPC”) filed an Application requesting that the 
court enter a decree adjudicating that the customers of de- 





For further information see Litigation Release No. 4538. 





fendant corporation are in need of protection under the 
Securities Investor Protection Act of 1970 and that the ACCOUNTING SERIES 





court appoint a trustee. On that date, with the consent of 
the defendant corporation, the court entered the requested 
decree and appointed Martin M. Green as SIPC trustee for 
the firm. The defendant corporation consented to the ACCOUNTING SERIES 
Temporary Restraining Order and the appointment of the Release No. 157/July 8, 1974 
trustee without admitting or denying the allegations of the 
Commission’s Complaint or SIPC’s Application. 

See Securities Act Release No. 5512/July 8, 1974. 
The staff of the National Association of Securities Dealers, 
Inc., District 4 office, located in Kansas City, Missouri, 
rendered material assistance to the Commision in this 
matter. 








Litigation Release No. 6429/July 12, 1974 
USA v. PEDRO M. MARTINEZ et al. 


G. Kent Edwards, United States Attorney for the District 
of Alaska and Jack H. Bookey, Administrator of the Seattle 
Regional Office of the Securities and Exchange Commis- 
sion announced that plea discussions have been concluded 
and pursuant to Rule 20 of the Federal Rules of Criminal 
Procedure, the defendants, A. Earl Walters, Bernard Ber- 
man and Pedro Manuel Martinez on March 25, 1974 with- 
drew their previously entered pleas of not guilty and 
entered pleas of guilty in the U. S. District Court of the 
Southern District of Florida, as to Counts |, 1V and VI of 
anine count indictment charging securities fraud, mail 
fraud and conspiracy respectively. 


The scheme involved obtaining control of and diverting to 
their own use the assets of Alaska Western Life Insurance 
Company of Alaska, part of which involved the defendants 
use of the worthless stocks of P. M. Management Service 
Corporation of Illinois to substitute for the Alaska Western 
Life Insurance’s mortgage portfolio. 


The defendants were sentenced as follows: A. Earl Walters 
received a term of probation of one year on each count. 
Bernard Berman was sentenced to a term of 30 months 
imprisonment on each count, and Pedro Manuel Martinez 
was sentenced to 5 years imprisonment on each count. All 
of the above sentences are to run concurrently with each 
other and concurrently with the sentences imposed on 

the defendants in March 1971 in the United States District 
Court for the Southern District of Florida after being found 
guilty of purchasing and possession of stolen securities and 
conspiracy to possess same. 
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